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DECISION ADOPTING SETTLEMENT AGREEMENT AND GRANTING 
SOUTHWEST GAS CORPORATION THE AUTHORITY TO IMPLEMENT A 

BIOMETHANE GAS PROGRAM AND REVISE ITS CALIFORNIA GAS TARIFF 

Summary 
This decision authorizes Southwest Gas Corporation (Southwest Gas) to 

revise its California gas tariff (Tariff) in order to make permanent the temporary 

modifications to the Gas Cost Incentive Mechanism (GCIM) provisions found in 

Southwest Gas’ Preliminary Statement 17 that the Commission previously 

approved; authorizes Southwest Gas to implement a biomethane gas program 

provision in the GCIM; and authorizes Southwest Gas to modify its 

transportation customer balancing requirements and Operational Flow Orders 

provisions in its Tariff Rule 21.  Finally, this decision directs Southwest Gas to 

periodically report to the Commission on its biomethane gas program activities 

and submit Southwest Gas’ identified GCIM costs exclusions to the Commission 

for review using the GCIM reporting procedure. 

1. Background 
1.1. Procedural History 

On February 1, 2019, Southwest Gas Corporation (Southwest Gas or 

Applicant) filed this Application with the California Public Utilities Commission 

(Commission) seeking authority to:  1) revise its California gas tariff (Tariff) in 

order to make permanent the temporary modifications to the Gas Cost Incentive 

Mechanism (GCIM) 1 provisions found in Preliminary Statement 17 that the 

 
1  The GCIM is a Commission approved standard by which Southwest Gas' gas procurement 
performance is measured.  The GCIM provides Southwest Gas with an incentive to achieve 
overall gas costs that are at or below the prevailing market prices - by establishing a 
volume-weighted performance benchmark (GCIM Benchmark), which represents the gas 
market environment experienced during the annual GCIM period (November 1 through 
October 31). Savings or costs resulting from differences between Southwest Gas’ actual gas cost 
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Commission previously approved;2 2) implement a biomethane gas program 

provision in the GCIM; and 3) modify its transportation customer balancing 

requirements and Operational Flow Orders (OFOs) provisions in its Tariff Rule 

21.  With the Application, Southwest Gas submitted the prepared direct 

testimony of its witness (John R. Olenick). 

On March 7, 2019, the Public Advocates Office of the Commission 

(Cal Advocates) and the City of Victorville (Victorville) timely filed a protest and 

a response, respectively, to the Application.  Both are parties to this proceeding.   

A prehearing conference (PHC) was held on April 10, 2019, before the 

assigned Commissioner and the Administrative Law Judge (ALJ) in 

San Francisco, to discuss the issues of law and fact in the proceeding and 

determine the need for hearing and schedule for resolving the matter.    

Following the PHC, the Assigned Commissioner’s Scoping Memo and 

Ruling (Scoping Memo) was issued on April 19, 2019, setting forth the category, 

issues to be addressed, and schedule for the proceeding pursuant to 

Section 1701.1,3 among others. 

1.2. The Biomethane Gas Program (BGP) 
Based on the submitted testimony, the purpose of the BGP is to help 

identify and secure gas supply or sales contracts that further the goals of the 

State of California, including those set forth in the California Global Warming 

 
and the GCIM Benchmark are compared at the end of each annual GCIM period and are shared 
between Southwest Gas’ customers and shareholders if the difference exceeds certain tolerance 
bands. Southwest Gas’ GCIM was approved by the Commission in Decision (D.) 05-05-033 in 
Application (A.) 04-11-009. 
2 The proposed modifications to the GCIM provisions found in Preliminary Statement 17 is to 
make permanent in the Tariff the temporary changes to the mechanism that were approved by 
the Commission’s Energy Division in October 2016 (2016 Modification).  
3 All statutory references are to the California Public Utilities Code, unless otherwise noted.  
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Solutions Act of 2006, Low Carbon Fuel Standard, Senate Bill (SB) 1383-

Short-lived Climate Pollutants, and SB 1440 (Biomethane Procurement); and aid 

future legislative and regulatory efforts to reduce greenhouse gas emissions.4  

According to Southwest Gas, the BGP is a direct response to SB 1383 which seek 

to reduce short-lived climate pollutant such as methane emissions by employing 

innovative, cost-effective, and environmental beneficial uses of biomethane 

derived from solid waste facilities; and SB 1440 which requires the Commission, 

in consultation with the Air Resources Board, to consider adopting biomethane 

gas procurement targets for gas corporations under two conditions, i.e. 

biomethane delivery into California through a dedicated pipeline, or through a 

common carrier pipeline that meets certain criteria.  

According to Southwest Gas, these criteria come from the Renewable 

Portfolio Standard eligibility criteria for the electricity regulation, and Southwest 

Gas believes that its proposed BGP incorporates those two conditional 

requirements so that any gas purchased using the BGP must meet the stated 

goals of SB 1440.  As provided in its testimony, Southwest Gas indicated that it 

works with various potential biomethane project developers in California to 

connect potential facilities to its infrastructure, move biomethane into the vehicle 

fuels market, and monetize the credits generated from EPA’s Renewable Fuels 

Standard (RFS) and California Air Resources Board’s Low Carbon Fuel Standard 

(LCFS) program for renewable transportation fuels.5   

 
4 See Prepared Direct Testimony of John R. Olenick, at 8-13 
5 Southwest Gas contends that monetizing the credits is essential to the financial viability of the 
potential biomethane gas projects, as some developers seek Southwest Gas’ involvement in the 
purchase and sale of the biomethane gas, as well as the monetization of the credits.  
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Southwest Gas indicated that it has a current contract to purchase 

biomethane from a California bioenergy facility that converts food waste and 

biosolids into biomethane.6  According to Southwest Gas, this bioenergy facility 

is currently under construction and is expected to be in service and producing 

biomethane by mid-2020.  Once operational, this facility will interconnect with 

SoCalGas’ facilities and Southwest Gas will move biomethane into its service 

territory.  According to Southwest Gas, its purchase of the biomethane from this 

facility would be part of Southwest Gas’ BGP, if these proposed tariff changes are 

approved. 

Southwest Gas explained that although its California Tariff addresses cost 

recovery for interconnection costs with biomethane gas production facilities, its 

Tariff is currently silent on the treatment of costs associated with the purchase or 

sale of biomethane.  Accordingly, Southwest Gas proposes changes to its GCIM 

in this Application to address this shortcoming.  Based on the submitted 

testimony, the proposed Tariff modifications in this Application will pass all BGP 

costs and revenues through to Southwest Gas’ customers in the same manner as 

Southwest Gas’ Volatility Mitigation Program costs are passed through. 

2. Scope of Issues to be Resolved 
Based on the requests in the Application, the April 19, 2019 Scoping Memo 

identified the following issues within the scope of this proceeding: 

1. Whether the Commission should approve Southwest Gas’ 
proposed permanent revision to Preliminary Statement 17 of 
its GCIM as just and reasonable?  

2. Whether Southwest Gas’ request to implement a new BGP 
provision in the GCIM is reasonable, and should thus be 
approved? 

 
6 Prepared Direct Testimony of John R. Olenick, at 12, lines 6-14. 
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3. Whether the Commission should authorize Southwest Gas to 
modify the transportation customer balancing requirements 
and OFOs provisions of its Tariff Rule No. 21 as just and 
reasonable? 

3. Proceeding Record 
Other than the Application and the prepared direct testimony of its 

witness, on May 15, 2019, Southwest Gas served the prepared supplemental 

direct testimony of its witness providing additional information requested by the 

Commission during the PHC, and as confirmed in the Scoping Memo.7  On 

July 15, 2019, Cal Advocates served its prepared testimony opposing Southwest 

Gas’ Section 17E.2.f change included in the 2016 Modification; and Southwest 

Gas served the prepared rebuttal testimony of its witness on August 5, 2019.   

On August 19, 2019, pursuant to an unopposed requested by Applicant, an 

Amended Scoping Memo was issued resetting the dates for evidentiary 

hearings  and post-hearing briefs.   

On September 19, 2019, Applicant submitted an unopposed request to 

vacate the September 25-26, 2019, evidentiary hearing dates pending settlement 

in this matter.  In a ruling issued on September 23, 2019,8 the Commission 

vacated the September 25-26, 2019, hearing dates and other procedural dates set 

in the August 19, 2019 Amended Scoping Memo. 

 
7 The May 15, 2019 supplemental direct testimony provided information requested by the 
Commission in the April 19, 2019 Scoping Memo, regarding:  1) Applicant’s treatment and 
recovery of costs associated with an emergency and certain commodity, transportation and 
storage costs that are excluded from the GCIM purchased gas costs and the GCIM benchmark 
under the Company’s proposal; and 2) demonstrative bill impacts related to the proposed 
modifications to Rule No. 21 – Transportation of Customer-Secured Natural Gas (Rule 21) regarding 
transportation customer balancing requirements and OFOs. 
8 The September 23, 2019 ruling was later corrected and filed on September 30, 2019. 
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Finally, on October 31, 2019, Applicant and Cal Advocates (Settling 

Parties)9 submitted a “Joint Motion of Southwest Gas Corporation (U905G) and 

the Public Advocates Office for Adoption of Settlement Agreement” (Joint 

Motion) and submitted a Settlement Agreement dated October 31, 2019 

(Attachment A to the Joint Motion) for Commission’s approval pursuant to Rule 

12.1.  As filed, the Settlement Agreement (or Settlement) included the following:  

1) Exhibit A to the Settlement comprising of:  a) the Preliminary Statement Gas 

Cost Incentive Mechanism; and b) Rule No. 21 - Transportation of Customer-

Secured Natural Gas; 2) Exhibit B to the Settlement including:  Southwest Gas’ 

Prepared Direct Testimony of John R. Olenick (February 1, 2019) and exhibits; 

b) Southwest Gas’ Prepared Supplemental Direct Testimony of John R. Olenick 

(May 15, 2019) and exhibits; c) Cal Advocates’ Testimony of Michael Tan 

(July 15, 2019); and d) Southwest Gas’ Prepared Rebuttal Direct Testimony of 

John R. Olenick (August 5, 2019).  These documents, altogether, including the 

Settlement and Joint Motion are identified as Appendix A in this decision and 

are attached hereto.  Appendix A was served/re-served on the service list in this 

proceeding on November 4, 2019, and the matter was deemed submitted on that 

date. 

4. Position of Parties 
4.1. Applicant 

Through this Application, as supported by the prepared direct testimony 

submitted with the application, the prepared supplemental direct testimony; and 

the rebuttal testimony of its witness (John R. Olenick), Southwest Gas seeks 

Commission authority to make three separate changes to its tariff, to:  

 
9 While Victorville, the only other party in this proceeding, is not a signatory to the Settlement 
Agreement, it does not oppose the settlement.  (See Joint Motion, at 6 (Section D).) 
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1) permanently modify provisions of Preliminary Statement 17 of its GCIM 

Tariff, as previously temporarily approved in Advice Letter (AL) 1006;10 2) add a 

BGP as a new provision in Preliminary Statement 17, in an effort to address 

biomethane gas purchases and sales activity in the GCIM; and 3) modify Tariff 

Rule 2111 to “more closely align the balancing requirements for the Company’s 

transportation customers with the balancing requirements that the Company is 

subject to as a wholesale customer of Southern California Gas Company 

(SoCalGas).”12   

According to Applicant, the proposed modifications to the GCIM 

provisions found in Preliminary Statement 17 will make permanent in the Tariff 

the temporary changes to the GCIM that were approved by the Commission’s 

Energy Division in October 2016 (2016 Modification).  The 2016 Modification 

permits:  1) the calculation of the Southern California Benchmark Price Index for 

gas purchases made for less than an entire month to be based on daily index 

pricing, as opposed to monthly index pricing as a way of addressing deficiencies 

 
10 On October 28, 2016, the Commission’s Energy Division approved AL 1006, permitting 
Applicant to temporarily modify Preliminary Statement 17 for the GCIM Year beginning 
November 1, 2016 through October 31, 2017, and ED subsequently granted a one-year extension 
of the temporary modification pursuant to Southwest Gas’s AL 1048.  Through this Application, 
Southwest Gas seeks to make the modifications to Preliminary Statement 17 permanent. 
11 According to Applicant, the Rule 21 Modification addresses the interactions between 
Southwest Gas and its transportation customers, as currently, Rule 21 only requires 
transportation customers to balance with Southwest Gas on a monthly basis.  The Rule 21 
Modification would require Southwest Gas’ transportation customers to balance with 
Southwest Gas on both a monthly and daily basis and will permit Southwest Gas to institute 
OFOs.  The addition of daily balancing and OFO and Emergency Flow Orders (EFO) 
requirements will more closely align Southwest Gas’ tariff to the provisions contained in 
Southern California Gas Company’s tariff, which contains these same provisions that are 
applicable to Southwest Gas.  (See Application, at. 6-8; and Settlement Agreement, at 3, 
paragraph 6.) 
12 Application, at 2. 
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in Southwest Gas’ GCIM provision where purchases of gas in the daily market 

are measured against monthly price indices, thereby resulting in an 

inappropriate comparison because of the price differences between daily and 

monthly gas markets; and 2) the inclusion of proposed language permitting 

Southwest Gas to exclude from the GCIM Purchased Gas Costs and the GCIM 

Benchmark (for the purpose of calculating any shared savings or costs) certain 

commodity, transportation and storage costs incurred by Southwest Gas in 

response to SoCalGas’ OFO or EFO, reduced daily balancing windows or 

non-performance of firm contracted resources, such as storage and pipeline 

capacity (Section 17E.2.f Change). 

Second, Southwest Gas contends that the BGP would “address the costs 

and revenues associated with the Company’s purchase of biomethane gas 

through the GCIM, in a manner similar to the Company’s Volatility Mitigation 

Program (VMP), which is already part of the Commission-approved GCIM,”13 

and meet the goals of the California Global Warming Solutions Act of 2006, Low 

Carbon Fuel Standard and SB 1383-Short-lived Climate Pollutants.14 

Finally, Applicant argues that the Rule 21 Modification will address “the 

interactions between Southwest Gas and its transportation customers,” as 

“currently, Rule No. 21 only requires transportation customers to balance with 

Southwest Gas on a monthly basis.  The Rule 21 Modification would require 

Southwest Gas’ transportation customers to balance with Southwest Gas on both 

a monthly and daily basis and will permit Southwest Gas to institute OFOs.  The 

addition of daily balancing and OFO and [Emergency Flow Orders] EFO 

 
13 See Application, at 2. 
14 Application, at 4-5. 
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requirements will more closely align Southwest Gas’ tariff to the provisions 

contained in SoCalGas’ tariff, which contains these same provisions that are 

applicable to Southwest Gas.”15  

4.2. Cal Advocates 
Cal Advocates raises the issues of:  1) whether Southwest Gas provided 

adequate justification or support to warrant the Commission’s approval of the 

proposed permanent revision to Preliminary Statement 17 of Southwest Gas’s 

GCIM; 2) whether the request to implement a new BGP provision in the GCIM is 

reasonable and justified; and 3) whether the Commission should authorize 

Applicant to modify the provisions of its Tariff Rule 21, as requested in the 

Application.   

Based on its prepared testimony, Cal Advocates argues that Applicant’s 

request to permanently modify its Preliminary Statement 17 by adding 

Section 17E.2.f and codifying the temporary changes to the GCIM should be 

rejected by the Commission because:  1) the proposed Section 17E.2.f does not 

align with the GCIM; 2) Applicants’ procurement decisions have a direct impact 

on gas costs; and 3) the current GCIM structure already grants Applicant needed 

flexibility to manage incremental costs.16  Otherwise, Cal Advocates indicated 

that it does not oppose other requested modifications.17 

 
15 See Settlement Agreement, at 3, paragraph 6; and Application, at 6-8. 
16 See Cal Advocates-01 (Prepared Testimony - Michael Tan), at 1. 
17 Including using daily indices to measure daily purchases and monthly indices against 
monthly purchases; adding a new provision in Preliminary Statement 17 for a BGP; making 
modifications to Tariff Rule No. 21; and including justifications for costs associated with an 
emergency in Preliminary Statement 17.E.2.e. 
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4.3. Victorville 
In its response to the Application, Victorville asserts that it has direct 

interest in this proceeding because it operates Victorville Municipal Utility 

Services - a local publicly owned electric utility, for and on behalf of its 

“community of approximately 120,000 residents located in southwestern 

San Bernardino County.”18  As an operator, Victorville explains that it purchases 

and transports an average of 6,240 therms of gas per day on Southwest Gas’ 

system under Southwest Gas’ service schedule GS-40, and offers electric and 

natural gas service to commercial and industrial customers in its jurisdictions, 

including those located within the Foxborough Industrial Park and the Southern 

California Logistics Airport.19  

Victorville contends that all three of Applicant’s proposals in the 

Application will likely have an impact on the current and future gas 

transportation and gas commodity rates paid by Victorville, and thus argues that 

Applicant’s proposed tariff modifications in this Application should invite  

significant scrutiny by the Commission - especially as “[Southwest Gas] has not 

had its rates holistically reviewed by the Commission in a general rate 

case (GRC) since 2014.”20  Finally, Victorville noted that Applicant’s proposal to 

modify Tariff Rule 21 to implement daily balancing requirements and OFOs may 

require transport-only customers to balance their gas supply scheduled for 

delivery with their actual gas consumption on a daily basis, rather than the 

monthly balancing currently required, arguing that such modifications may  

impose extensive and highly punitive penalties on customers that do not comply 

 
18 Victorville’s Response to Application, at 1. 
19 See Victorville’s Response to Application, at 2-6. 
20 Referencing Applicant’s GRC A.12-12-024 filed in December 2012. 
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with the daily balancing requirement.21  Otherwise, Victorville identified seven 

separate questions in its response as needing to be addressed in the scope of this 

proceeding.22  

5. Procedural Events Regarding Settlement and Rule 12.1 
The Parties engaged in settlement discussions regarding the Application, 

and on September 26, 2019,23 the parties held a duly noticed formal settlement 

conference in compliance with the Commission’s Rules of Practice and 

Procedure (Rules), Rule 12.1(b) 24 which resulted in the execution of a Settlement 

Agreement that resolved all issues in this proceeding. 

5.1. Terms of Settlement and Request to 
Adopt Settlement 

As provided in the Settlement Agreement, the Settling Parties specifically 

agree that:   

1. Southwest Gas’ BGP Modification and Rule 21 Modification 
should be approved as filed and without revision; 

2. With the exception to the proposed change in Section 17E.2.f, 
the 2016 Modification to Preliminary Statement 17 should be 
approved and made permanent as filed without revision;  

3. The proposed change in Section 17E.2.f as included in the 2016 
Modification should be approved only on a temporary basis 
and permitted to be included in Southwest Gas’ Tariff so long 

 
21 Victorville’s Response to Application, at 4.  Additionally, Victorville questions whether 
Southwest Gas’ request for authority “to continue to penalize gas imbalances on a monthly 
basis” (in addition to daily balancing) by allowing [Southwest Gas] to track all of a 
transport-only customer’s daily imbalances over the course of each month is just and 
reasonable. 
22 These questions were identified and included in the Scoping Memo, at 3, as additional 
questions to be addressed within the scope of the proceeding in order to resolve the 
Application. 
23 The settlement conference was noticed on September 19, 2019. 
24 All references to Rule 12.1 or its subsections are to the Commission’s Rules of Practice and 
Procedure, unless otherwise specified. 
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as the provisions in SoCalGas Tariff Rule 30 - Section N (OFO 
Trading) and Section O (Temporary Settlement Term) dealing 
with Temporary Scheduled Quantities and Trading Daily 
Imbalances also remain in SoCalGas Tariff Rule as provided in 
Tariff Sheet 6 of 41, Footnote 1, in Exhibit A attached to this 
Settlement Agreement; and 

4. All prepared direct and rebuttal testimony and supporting 
exhibits identified in Exhibit B to the Settlement Agreement, 
should be admitted into evidence in this proceeding (without 
cross examination) in support of the Settlement Agreement. 

The Settling Parties contends that their Settlement “fairly balances the 

various interests affected in this Application;”25 is reasonable in light of the 

whole record; consistent with law; and is in the public interest as required by 

Rule 12.1(d).  Accordingly, the Settling Parties request that the Settlement should 

be approved and adopted without modification.26 

6. Rule 12.1(d) Analysis and Discussion 
First, we recognize the Commission’s long-standing policy favoring 

resolution of disputes by settlements.  This policy supports many worthwhile 

goals, including reducing litigation costs, conserving scarce resources, and 

allowing parties to reduce the risk that litigation will produce unacceptable 

results.27   

Second, the Commission recognizes that settlements reflect give-and-take 

among the Settling Parties, resulting in a series of tradeoffs that constitute an 

integrated whole, and that no single settlement provision should be evaluated in 

isolation.  That is, as explained in D.10-04-033, at 9, because compromises and/or 

settlements are reached among adverse, often knowledgeable and experienced 

 
25 Settlement Agreement, at 5, paragraph 22. 
26 See Joint Motion, at 4-6. 
27 D.05-03-022, mimeo. at 7-8.   
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parties involving a range of factual and legal disputes, we look at the entire 

settlement in assessing the reasonableness of any settlement. 

Finally, although the Commission has long favored settlement of disputes, 

it has also followed specific rules regarding approval of settlements as prescribed 

in Rule 12.1(d) of the Commission’s Rules of Practice and Procedure.  

Accordingly, the Commission will not approve a settlement unless the settlement 

is:  (a) reasonable in light of the whole record; (b) consistent with law; and (c) in 

the public interest.  We conclude that the instant Settlement satisfies these 

criteria, as discussed below.28  Generally, the parties’ evaluation carries material 

weight in the Commission’s review of a settlement.29   

6.1. Reasonable in Light of the Whole 
Record 

In reference to Rule 12.1(d), we conclude that the Settlement is reasonable 

in light of the whole record in this proceeding - which includes the Application 

and supporting exhibits; protest and response to the Application; determination 

of the scope and issues presented; testimony of parties received into evidence; 

pleadings and other filings including the Settlement Agreement and the Joint 

Motion for its approval.  We conclude that the record contains sufficient 

information for the Commission to evaluate and judge the reasonableness of the 

Settlement Agreement.  We agree with the parties that, in light of the whole 

record in this proceeding, this Settlement produces a reasonable outcome that 

effectively resolves all issues.   

 
28 Rule 12.1(d); See also D.07-05-060. 
29 In re Southern California Gas Co. (1999) D.00-09-034, 2000 Cal. PUC LEXIS 694 at *31. 
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6.2. Consistent with Law 
Based on our review of the Application and this record, we do not find any 

element of the Settlement that is inconsistent with Public Utilities Code Sections, 

Commission decisions or directives, or the law in general.   

To the contrary, we conclude that the Settlement terms are consistent with 

the law.  More specifically, as discussed above, we conclude that the Settling 

Parties complied with Rule 12.1 regarding settlements, in that the parties held a 

duly noticed formal settlement conference as required by Rule 12.1(b) which 

resulted in the execution of a Settlement Agreement that resolved all issues in 

this proceeding.   

Additionally, we find that the BGP proposed in this Application is 

designed to meet the goals of the California Global Warming Solutions Act of 

2006, Low Carbon Fuel Standard and SB 1383-Short-lived Climate Pollutants.30  

Accordingly, we conclude that, in arriving at the terms of the Settlement, the 

parties considered relevant statutes and Commission decisions; and that the 

Settlement is consistent therewith.  Further, we conclude that the Settlement is 

consistent with Sections 451 and 454, which prevent a change in utility rates 

unless the Commission finds such a change justified.   

Accordingly, we conclude that the proposed settlement in this proceeding 

is consistent with the law. 

6.3. In the Public Interest 
In reference to Rule 12.1(d), we conclude that the Settlement is in the 

public interest.  The Settlement addresses ratepayers programs that are intended 

to meet the goals of the California Global Warming Solutions Act of 2006, Low 

 
30 Application, at 4-5. 
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Carbon Fuel Standard, and SB 1383-Short-lived Climate Pollutants, and which 

may provide ratepayers with benefits.  It fairly resolves disputes and provides 

more certainty to customers regarding present and future costs, which is in the 

public interest.  

Generally, a settlement that “commands broad support among 

participants fairly reflective of the affected interests” and “does not contain terms 

which contravene statutory provisions or prior Commission decisions” meets the 

“public interest” criterion.31  In this instance, all of the parties who submitted 

prepared written testimony are signatories to the Settlement and jointly 

requested its approval.  The parties indicate that the Settlement Agreement 

represents a reasonable compromise of their respective positions.  The only party 

to this proceeding that is not a Settling Party is Victorville, which did not submit 

any prepared written testimony and has indicated that it does not oppose the 

Settlement.  Accordingly, there is no opposition to the terms of the Settlement. 

The Settlement, if adopted by the Commission, will avoid the cost of 

further litigation, and frees up Commission resources for other proceedings.  The 

Settlement frees up the time and resources of other parties as well, so that they 

may focus on other Commission proceedings.  Thus, we conclude that the 

resolution of issues in the Settlement to the satisfaction of parties’ divergent 

interests indicates that the overall result is in the public interest. 

6.4. Conclusion 
In conclusion, based on our review of the Settlement Agreement and the 

entire record in this proceeding, we conclude that the Parties complied with the 

requirements of Rule 12.1(b), in that prior to signing the settlement, the Settling 

 
31 See D.10-06-015, mimeo, at 11-12, citing D.92-12-019, mimeo, at 7.  
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Parties convened at least one conference with notice and opportunity to 

participate provided to all parties for the purpose of discussing settlements in the 

proceeding.  Substantively, and as discussed above, we find that the Settlement, 

herein presented for approval, is reasonable in light of the whole record, 

consistent with law, and in the public interest as required by Rule 12.1(d).   

Further, we conclude that the proposals presented in the Settlement 

Agreement for approval are just and reasonable, and that it fairly and adequately 

addressed all issues presented in this proceeding, including the issues listed in 

Section 1.2 above, and the seven questions raised by Victorville in its response to 

the Application, as documented in Section 2 of the April 19, 2019 Scoping Memo.  

Accordingly, we conclude that the Settlement conforms to Commission 

standards and Rule 12.1 and accordingly, the Settlement should be approved and 

adopted, without modification.   

7. Additional Monitoring and Reporting Requirements 
In addition to the above, and outside of the term of the Settlement 

Agreement, we impose the following reporting requirements on Southwest Gas 

in order to preserve the ability of the Commission to monitor and ensure 

compliance with the authority granted herein: 

7.1. Regarding the Temporary Approval of 
Section 17E.2.f Change to the 2016 
Modification to Preliminary 
Statement 17 

When Southwest Gas identifies costs to be excluded pursuant to 

Section 17E.2.f, the exclusion of those costs from the GCIM shall be subject to 

review by the Commission as part of the normal GCIM reporting procedure as 

follows: 
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a. Southwest Gas must first review the cost to determine if that 
cost was incurred as extraordinary or unforeseen commodity, 
transportation, and storage costs incurred by Southwest Gas 
in response to SoCalGas OFOs or EFOs, reduced daily 
balancing windows, non-performance of firm contracted 
resources such as storage and pipeline capacity, and daily 
balancing or other curtailment procedures; 

b. Southwest Gas shall perform two GCIM calculations—one 
including and the other excluding the extraordinary or 
unforeseen commodity, transportation, and storage costs —to 
determine if including these costs results in skewing the 
shared savings or costs; and  

c. Southwest Gas shall include the two calculations and a 
justification in its annual GCIM filing for any costs associated 
with extraordinary or unforeseen costs that were excluded 
from GCIM purchased gas costs and the GCIM benchmark. 
Southwest Gas must include a narrative of how the excluded 
costs resulted, or did not result, in skewing of the shared 
savings or costs in its Annual GCIM Report.  

 
7.2. Regarding BGP Modification and 

Rule 21 Modification 
Southwest Gas shall provide the Commission’s Energy Division with 

quarterly report on its BGP activities regarding the approval of Southwest Gas’ 

BGP Modification and Rule 21 Modification herein authorized. 

Regarding the above directed-reporting, Southwest Gas shall request input 

and approval from the Commission’s Energy Division to develop the reporting 

template prior to submitting the preliminary quarterly report. 

8. Comments on Proposed Decision  
The proposed decision of ALJ Ayoade in this matter was mailed to parties 

in accordance with Section 311 of the Public Utilities Code and comments were 

allowed under Rule 14.3 of the Commission’s Rules of Practice and Procedure.  
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Comments were filed on _________________, and reply comments were filed on 

______________ by _________________.   

9. Assignment of Proceeding 
Genevieve Shiroma is the assigned Commissioner and Adeniyi A. Ayoade 

is the assigned ALJ in this proceeding. 

Findings of Fact 
1. Southwest Gas, Cal Advocates, and Victorville are the only parties in this 

proceeding.   

2. The parties held a duly-noticed formal settlement conference pursuant to 

Rule 12.1(b), and Applicant and Cal Advocates reached a Settlement Agreement 

that resolves all issues in this proceeding. 

3. The Settlement Agreement is consistent with law and with applicable 

statutes and prior Commission decisions.   

4. The Settling Parties considered relevant statutes and Commission 

decisions.  Specifically, the Parties convened a settlement conference with notice 

and opportunity to participate provided to all parties for the purpose of 

discussing settlements in the proceeding prior to signing the settlement as 

required by Rule 12.1(b); and the Settlement seeks approval for a biomethane 

program that is intended to meet the goals of the California Global Warming 

Solutions Act of 2006, Low Carbon Fuel Standard, and SB 1383-Short-lived 

Climate Pollutants.   

5. The Settlement Agreement is in the public interest, as it provides more 

certainty to customers regarding present and future costs; and produces a 

reasonable outcome that fairly, effectively and reasonably resolves all issues 

presented in the Application, and which may provide benefits to ratepayers. 
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6. In light of the whole record, including the Application, prepared 

testimony, and the filed Joint Motion and Agreement, there is sufficient basis to 

conclude that the Settlement Agreement is reasonable. 

7. There has been sufficient opportunity in accordance with Commission 

rules for all parties to review and discuss the Settlement Agreement.  

8. The record in this proceeding contains sufficient information for the 

Commission to evaluate and judge the reasonableness of the Settlement.   

9. There is nothing in the Settlement that is inconsistent with Public Utilities 

Code Sections, Commission decisions or directives, or the law in general.   

10. In order for the Commission to monitor the authority granted herein and 

ensure compliance, it is reasonable to require Southwest Gas to provide the 

Commission’s Energy Division with quarterly report on its BGP activities 

regarding the approval of Southwest Gas’ BGP Modification and Rule 21 

Modification herein authorized; and to require Southwest Gas to request input 

and approval from the Commission’s Energy Division in developing the 

reporting template prior to submitting the preliminary quarterly report.    

11. As provided in Section 7.1 of this decision, in order for the Commission to 

monitor the authority granted herein and ensure compliance, whenever 

Southwest Gas identifies costs to be excluded pursuant to Section 17E.2.f, it is 

reasonable to subject the exclusion of those costs from the GCIM to Commission 

review as part of the normal GCIM reporting procedure. 

Conclusions of Law 
1. The Settlement Agreement, set forth in Appendix A to this decision, meets 

the Commission’s standards for approval prescribed in Rule 12 of the Rules of 

Practice and Procedure, in that it is (a) reasonable in light of the whole record, 

(b) consistent with law, and (c) in the public interest.   
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2. Consistent with the ordering paragraphs adopted herein, the Settlement 

Agreement should be approved and adopted in its entirety with the additional 

monitoring and reporting requirements imposed by the Commission as 

specifically provided below. 

3. Southwest Gas’ BGP Modification and Rule 21 Modification should be 

approved as filed in the application without revision. 

4. With the exception of the change in Section 17E.2.f set forth in the 

Settlement Agreement, the 2016 Modification to Preliminary Statement 17 should 

be approved and made permanent. 

5. The proposed change in Section 17E.2.f included in the 2016 Modification 

should be approved on a temporary basis and be permitted to be included in 

Southwest Gas’ Tariff so long as the provisions in SoCalGas Tariff Rule 30 - 

Section N (OFO Trading) and Section O (Temporary Settlement Term) dealing with 

Temporary Scheduled Quantities and Trading Daily Imbalances remain in 

SoCalGas Tariff Rule. As specified in Tariff Sheet 6 of 41 (Footnote 1) in Exhibit A 

attached to the Settlement Agreement, Section 17E.2.f should be removed from 

this Gas tariff upon the termination of Section N (OFO Trading) and Section O 

(Temporary Settlement Term) of SoCalGas’ Tariff Rule 30, Transportation of 

Customer-Owned Gas. 

6. The prepared direct and rebuttal testimony and supporting exhibits 

identified in Exhibit B to the Settlement Agreement, and included in Appendix A 

to this decision should be admitted into evidence in this proceeding. 

7. In order for the Commission to monitor the authority granted herein and 

ensure compliance, Southwest Gas should be required to provide the 

Commission’s Energy Division with quarterly report on its BGP activities 
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regarding the approval of Southwest Gas’ BGP Modification and Rule 21 

Modification herein authorized. 

8. In order for the Commission to monitor the authority granted herein and 

ensure compliance, whenever Southwest Gas identifies costs to be excluded 

pursuant to Section 17E.2.f, Southwest Gas should be required to submit the 

exclusion of those costs from the GCIM to the Commission for review as part of 

the normal GCIM reporting procedure. 

9. The Settlement Agreement does not constitute precedent for any future 

proceeding or issues to be brought before the Commission.  

10. In order to give effect to the Settlement Agreement expeditiously, this 

decision approving the Settlement should be made effective today.  

11. This proceeding should be closed. 

O R D E R  

IT IS ORDERED that: 

1. The Settlement Agreement set forth in Appendix A to this decision is 

approved and adopted in its entirety. 

2. Southwest Gas Corporation’s proposed Biomethane Gas Program 

Modification and Rule 21 Modification are approved. 

3. With the exception to the proposed change in Section 17E.2.f, the 2016 

Modification to Preliminary Statement 17 submitted by Southwest Gas 

Corporation is approved and made permanent. 

4. The proposed change in Section 17E.2.f (Section 17E.2.f change) included 

in the 2016 Modification is approved on a temporary basis and Southwest Gas 

Corporation is directed to include the Section 17E.2.f  change in its gas Tariff so 

long as the provisions in Southern California Gas Company (SoCalGas)’s Tariff 

Rule 30 - Section N (Operational Flow Orders Trading) and Section O 
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(Temporary Settlement Term) dealing with Temporary Scheduled Quantities and 

Trading Daily Imbalances also remain in SoCalGas Tariff Rule 30.  

5. As specified in Tariff Sheet 6 of 41 (Footnote 1) in Exhibit A attached to the 

Settlement Agreement, the Section 17E.2.f change shall be removed from 

Southwest Gas Corporation’s Gas tariff upon the termination of Section N 

(Operational Flow Orders Trading) and  Section O (Temporary Settlement Term) 

of SoCalGas’ Tariff Rule 30, Transportation of Customer-Owned Gas. 

6. Within 90 days from the effective date of this decision, Southwest Gas 

Corporation shall file a Tier 1 advice letter to implement rule and tariff changes 

granted in this decision. 

7. The prepared direct and rebuttal testimony and supporting exhibits 

identified in Exhibit B to the Settlement Agreement and included in Appendix A 

to this decision are admitted into evidence and the record of this proceeding. 

8. Southwest Gas Corporation shall provide the Commission’s Energy 

Division with quarterly reports on its Biomethane Gas Program (BGP) activities 

relating to the approval of the BGP Modification and Rule 21 Modification herein 

authorized.  Prior to submitting the preliminary quarterly report, Southwest Gas 

Corporation shall request input and approval from the Commission’s Energy 

Division in developing the reporting template. 

9. Whenever Southwest Gas Corporation identifies costs to be excluded 

pursuant to Section 17E.2.f, Southwest Gas Corporation shall submit the 

exclusion of those costs from the Gas Cost Incentive Mechanism (GCIM) to the 

Commission for review as part of the normal GCIM reporting procedure. 

10. The Settlement Agreement does not constitute precedent for any future 

proceeding or issues to be brought before the Commission.  
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11. Application 19-02-002 is closed. 

This order is effective today. 

Dated      , at San Francisco, California. 
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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 
 
Application of Southwest Gas Corporation (U 
905 G) for Authority to Revise its California Gas 
Tariff to Modify the Gas Cost Incentive 
Mechanism, Implement a Biomethane Gas 
Program, and Modify Transportation Customer 
Balancing Requirements and Operational Flow 
Order Provisions. 

 
Application 19-02-002 

(Filed February 1, 2019) 

 
JOINT MOTION OF SOUTHWEST GAS CORPORATION (U 905 G) AND THE PUBLIC 

ADVOCATES OFFICE FOR ADOPTION OF SETTLEMENT AGREEMENT  
 
Pursuant to Article 12 of the California Public Utilities Commission’s (“Commission”) 

Rules of Practice and Procedure, Southwest Gas Corporation (“Southwest Gas”) and the 

Public Advocates Office (jointly referred to hereafter as the “Settling Parties”) hereby move 

the Commission to adopt the Settlement Agreement (“Settlement”) attached hereto as 

Attachment A, which proposes resolution of Southwest Gas’ Application for Authority to 

Revise its California Gas Tariff to Modify the Gas Cost Incentive Mechanism, Implement a 

Biomethane Gas Program, and Modify Transportation Customer Balancing Requirements 

and Operational Flow Order Provisions (“Application”).   

I. BACKGROUND 

On February 1, 2019, Southwest Gas filed its Application 19-02-002 with the 

Commission requesting authority to revise Southwest Gas’ California Gas Tariff (“Tariff”) to 

modify the Gas Cost Incentive Mechanism (“GCIM”), including the incorporation of a 

Biomethane Gas Program (“BGP”) within the GCIM, and modify transportation customer 

balancing requirements and operational flow order provisions.   

The Application seeks three separate sets of changes to Southwest Gas’ Tariff.  The 

first set of changes includes modifications to the GCIM provisions found in Preliminary 

Statement 17, to codify in the Tariff the temporary changes to the mechanism that were 

approved by the Commission’s Energy Division in October 2016 (“2016 Modification”).  The 

A.19-02-002 ALJ/AA6/ilz

                           29 / 206



second change is the implementation of a new provision in Preliminary Statement 17, for a 

biomethane gas program (“BGP Modification”).  The proposed BGP Modification is 

designed to address the costs and revenues associated with Southwest Gas’ purchase of 

biomethane gas through the GCIM, and in a manner similar to Southwest Gas’ existing 

Volatility Mitigation Program (“VMP”).  The third change involves modification to Rule No. 

21 – Transportation of Customer-Secured Natural Gas (“Rule 21”) to more closely align the 

balancing requirements for Southwest Gas’ transportation customers with the balancing 

requirements that Southwest Gas is subject to as a wholesale customer of Southern 

California Gas Company (“SoCalGas”), through the implementation of daily balancing 

requirements and authority for Southwest Gas to institute operational flow orders under 

certain conditions (“Rule 21 Modification”).   

The 2016 Modification includes two main changes.  The first change involves the 

calculation of the Southern California Benchmark Price Index for gas purchases made for 

less than an entire month to be based on daily index pricing, as opposed to monthly index 

pricing.  This change addresses a deficiency in Southwest Gas’ GCIM provision where 

purchases of gas in the daily market are measured against monthly price indices, thereby 

resulting in an inappropriate comparison because of the price differences between daily 

and monthly gas markets.     

The second change involves the inclusion of proposed language permitting 

Southwest Gas to exclude from the GCIM Purchased Gas Costs and the GCIM Benchmark 

(for the purpose of calculating any shared savings or costs) certain commodity, 

transportation and storage costs incurred by Southwest Gas in response to SoCalGas’ 

Operational or Emergency Flow Orders (“OFO” and “EFO”), reduced daily balancing 

windows or non-performance of firm contracted resources, such as storage and pipeline 
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capacity (“Section 17E.2.f Change”).   

The BGP Modification provides a high-level framework for Southwest Gas’ 

biomethane purchases and sales activities, as well as a reporting requirement.  As 

proposed, the BGP will be incorporated into Southwest Gas’ GCIM and will essentially pass 

through to customers both the cost to purchase biomethane and any revenue generated by 

the off-system sale of biomethane, including any portion of the monetized value of the 

associated environmental credits that Southwest Gas may receive.  This “pass through” of 

all costs and benefits to customers is accomplished by benchmarking any BGP purchases 

at the contract price for each purchase and benchmarking any BGP sales at the contract 

price for sale. The BGP is designed to function in a manner similar to Southwest Gas’ VMP, 

which uses the same mechanism to “pass through” VMP gas purchases to the customers 

– i.e., it uses the contract price for a VMP purchase as the benchmark for that same VMP 

purchase.  

The Rule 21 Modification addresses the interactions between Southwest Gas and 

its transportation customers.  Currently, Rule No. 21 only requires transportation customers 

to balance with Southwest Gas on a monthly basis.  The Rule 21 Modification would require 

Southwest Gas’ transportation customers to balance with Southwest Gas on both a monthly 

and daily basis and will permit Southwest Gas to institute OFOs.  The addition of daily 

balancing and OFO and EFO requirements will more closely align Southwest Gas’ tariff to 

the provisions contained in SoCalGas’ tariff, which contains these same provisions that are 

applicable to Southwest Gas.  

On March 7, 2019, the City of Victorville (“COV”) filed a Response to the Application 

requesting party status in this Application.  On March 7, 2019, the Public Advocates Office 

filed its Protest to the Application.  On April 19, 2019, the Scoping Memo and Ruling of 
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Assigned Commissioner Genevieve Shiroma (“Scoping Memo”) was issued.  The Scoping 

Memo set forth the procedural schedule and evidentiary hearing schedule, among other 

things, including the request for Southwest Gas to file supplemental written testimony to 

respond to certain questions, and designated Administrative Law Judge Adeniyi A. Ayoade 

as the presiding officer. 

On May 15, 2019, Southwest Gas served the prepared supplemental direct 

testimony of Southwest Gas’ witness John R. Olenick responding to the questions 

presented in the Scoping Memo.  On July 15, 2019, the Public Advocates Office served its 

prepared testimony opposing only Southwest Gas’ Section 17E.2.f Change included in the 

2016 Modification.  On August 5, 2019, Southwest Gas served the prepared rebuttal 

testimony of Southwest Gas’ witness John R. Olenick responding to the Public Advocates 

Office’s testimony.  The Parties engaged in several discussions regarding the Application 

and participated in a formal Rule 12.1(b) settlement conference on September 26, 2019.  

As a result of these discussions, the Settling Parties reached a Settlement that resolves the 

outstanding issues and which the Settling Parties assert is in the public interest.   

II. THE SETTLEMENT IS REASONABLE IN LIGHT OF THE WHOLE RECORD, 

CONSISTENT WITH LAW, AND IN THE PUBLIC INTEREST 

Rule 12.1(d) states that the Commission will not approve a settlement “unless the 

settlement is reasonable in light of the whole record, is consistent with law, and in the public 

interest.”  As discussed below, the Settlement meets these criteria. 

The Commission has consistently recognized the “strong public policy favoring the 

settlement of disputes to avoid costly and protracted litigation.”1  This policy supports many 

worthwhile goals, including reducing the expense of litigation, conserving scarce 

1 See e.g. D.88-12-083, at 54 and D.11-05-018 at 16. 
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Commission resources, and allowing parties to reduce the risk that litigation will produce 

unanticipated results. 

A. The Settlement is Reasonable in Light of the Record 

The Application, supporting testimony, the testimony sponsored by the Public 

Advocates Office, together with the Settlement and this motion, contain the information 

necessary for the Commission to find the Settlement reasonable in light of the record.  

Through testimony the number of disputed issues were narrowed down.  As referenced 

above, COV did not submit any written testimony and the Public Advocates Office’s 

testimony served its prepared testimony only opposing Southwest Gas’ Section 17E.2.f 

Change included in the 2016 Modification.  As described more fully in the summary of the 

Settlement that follows, the specific outcomes on the issues covered by the Settlement are 

within the range of positions and outcomes defined by that prepared testimony. 

B. The Settlement is Consistent with Law 

The Settling Parties are represented by experienced counsel and believe that the 

terms of the Settlement comply with all applicable statutes and prior Commission decisions, 

and reasonable interpretations thereof.  In agreeing to the terms of the Settlement, the 

Settling Parties considered relevant statutes and Commission decisions and believe that 

the Settlement is fully consistent with those statutes and prior Commission decisions. 

C. The Settlement is in the Public Interest 

The Commission has determined that a settlement that “commands broad support 

among participants fairly reflective of the affected interests” and “does not contain terms 

which contravene statutory provisions or prior Commission decisions” meets the “public 

interest” criterion.2  Here, all of the parties who submitted prepared written testimony  and 

2 See D.10-06-015, at 11-12, citing D.92-12-019, at 7. 
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took positions on the issues covered by the Settlement have joined this motion and have 

signed the attached Settlement indicating that they believe the agreement represents a 

reasonable compromise of their respective positions.  The only party to this proceeding that 

is not a Settling Party is COV.  As noted, COV did not submit any prepared written 

testimony. Additionally, COV has indicated that it does not oppose the Settlement. 

The Settlement, if adopted by the Commission, avoids the cost of further litigation, 

and frees up Commission resources for other proceedings.  The Settlement frees up the 

time and resources of other parties as well, so that they may focus on other Commission 

proceedings. 

D. The Settlement Should be Adopted without Modification 

The Settlement is presented as a whole, and the Settling Parties request that it be 

reviewed and adopted as a whole.  Each provision of the Settlement is dependent on the 

other provisions of the Settlement; thus, modification of any one part of the Settlement 

would harm the balancing of interests and compromises achieved in the Settlement.  The 

various provisions reflect specific compromises between positions and differing interests; 

in some instances the proposed outcome reflects a party’s concession on one issue in 

consideration for the outcome provided on a different issue.  As described further in the 

following sections, the proposed outcome on each issue is reasonable in light of the entire 

record.  Accordingly, the Commission should consider and approve the Settlement as a 

whole, with no modification. 

F. Summary of the Proposed Settlement  

The Settling Parties seek Commission approval of the terms set forth in the attached 

Settlement, as summarized below. 
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As referenced above, the Application seeks three separate sets of changes to 

Southwest Gas’ Tariff – the 2016 Modification, the BGP Modification and the Rule 21 

Modification.  The Public Advocates Office submitted prepared testimony opposing only 

Southwest Gas’ Section 17E.2.f Change included in the 2016 Modification.   

Consistent therewith, the Settling Parties stipulate and agree that Southwest Gas’ 

BGP Modification and Rule 21 Modification be approved as filed, without revision.   

The Settling Parties further stipulate and agree that the 2016 Modification be 

approved as filed without revision, with the exception of the Section 17E.2.f Change.  The 

Section 17E.2.f Change included in the 2016 Modification is approved on a temporary basis 

with the revision as provided in Southwest Gas’ prepared rebuttal testimony of John R. 

Olenick.  The revision provided in Southwest Gas’ prepared rebuttal testimony of John R. 

Olenick provides that “Commodity” at the beginning of the first sentence of Section 17E.2.f 

will be modified to “Extraordinary or unforeseen commodity.”  Therefore, the Settling Parties 

stipulate and agree that Section 17E.2.f will read: 

Extraordinary or unforeseen commodity, transportation, and storage costs 
incurred by the Company in response to SoCalGas Operational or 
Emergency Flow Orders, reduced daily balancing windows, non-performance 
of firm contracted resources such as storage and pipeline capacity, and daily 
balancing or other curtailment procedures, shall be excluded from GCIM 
Purchased Gas Costs and the GCIM Benchmark for the purpose of 
calculating any shared savings or costs. These exclusions will be justified by 
the Company in its annual GCIM report submitted pursuant to Section 17J of 
this Preliminary Statement. 

 
The temporary basis of the approval to the Section 17E.2.f Change will be tethered to the 

provisions in SoCalGas’ Tariff Rule No. 30 Section N OFO Trading that addresses 

Temporary Scheduled Quantities and Trading Daily Imbalances and Section O Temporary 
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Settlement Term.3  Specifically, the Settling Parties stipulate and agree that the Section 

17E.2.f Change will remain in Southwest Gas’ Tariff so long as the aforementioned 

provisions in SoCalGas’ Tariff Rule No. 30 Sections N and O remain. 

The Southwest Gas Tariff sheet that reflects the changes stipulated and agreed to 

by the Parties is contained in Sheet 6 of 41 in Exhibit A attached to the Settlement. 

III. ADMISSION OF TESTIMONY AND SUPPORTING EXHIBITS 

As noted in the Settlement Agreement, the Settling Parties agree to the admission 

of all prepared direct and rebuttal testimony and supporting exhibits identified in Exhibit B 

to the Settlement Agreement. Accordingly, the Settling Parties respectfully and jointly 

request the prepared direct and rebuttal testimony and supporting exhibits identified in 

Exhibit B to the Settlement Agreement be admitted into evidence in this proceeding as 

support for the Settlement Agreement. 

/// 

/// 

/// 

/// 

/// 

/// 

/// 

/// 

/// 

3 SoCalGas Tariff Rule No. 30, Transportation of Customer-Owned Gas, Sheet 31, available at 
https://www.socalgas.com/regulatory/tariffs/tm2/pdf/30.pdf. 
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IV. CONCLUSION 

As shown herein, the Settlement is reasonable in light of the whole record, is 

consistent with law, promotes the public interest, and should be approved the Commission. 

DATED this 31st day of October, 2019. 

Respectfully submitted, 

By: /s/ Kyle O. Stephens 
 
 KYLE O. STEPHENS 

 
Attorney for: 
SOUTHWEST GAS CORPORATION 
5241 Spring Mountain Road 
Las Vegas, Nevada 89150 
Telephone: (702) 876-7293 
Facsimile: (702) 252-7283 

 Email: kyle.stephens@swgas.com 
 

 
 
 
By:  /s/ Marion Peleo 

 
 MARION PELEO 

 
Attorney for: 
PUBLIC ADVOCATES OFFICE 
California Public Utilities Commission 
505 Van Ness Avenue 
San Francisco, CA 94102 
Telephone: (415) 703-2130 

 Email: marion.peleo@cpuc.ca.gov  
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 3rd Revised 32 
     2nd Revised 32 

PRELIMINARY STATEMENT 
(Continued) 

17. GAS COST INCENTIVE MECHANISM (GCIM) 

17A. PURPOSE 

The Gas Cost Incentive Mechanism (GCIM) provides objective standards to 
measure gas procurement performance, and a methodology to share annual 
savings and costs between the Company’s shareholders and ratepayers. The 
annual GCIM period shall begin each November 1 and conclude the following 
October 31. The GCIM is calculated separately for the Company’s California 
service areas. 

The GCIM provides the Company with an incentive to achieve overall gas costs 
that are at or below the prevailing market prices. This is accomplished by 
establishing a quantity-weighted performance benchmark (GCIM Benchmark), 
which represents the gas market environment experienced during the annual 
GCIM period. Savings or costs resulting from differences between the 
Company’s actual gas cost and the GCIM Benchmark are compared at the end 
of each annual GCIM period and are shared between the Company’s customers 
and shareholders if the difference exceeds certain tolerance bands. The 
methodology used to calculate the sharing components of the GCIM is detailed 
in Section 17E of this Preliminary Statement. 

17B. APPLICABILITY 

The GCIM shall apply to all core customer classes in the Company’s California 
service areas. 

17C. GCIM BENCHMARK 

The GCIM Benchmark is the sum of the Gas Commodity Benchmark and the 
Gas Transportation Benchmark. The GCIM Benchmark is compared to the actual 
GCIM Purchased Gas Costs at the end of the annual GCIM period to determine 
any shared savings or costs. 

1. The Gas Commodity Benchmark establishes an objective basis for 
evaluating gas costs. The benchmark is quantity-weighted (by MMBtu) 
based on the trading point where the gas supplies are purchased. 
Quantities are included in the Gas Commodity Benchmark calculation 
during the period when the supplies are purchased. 
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PRELIMINARY STATEMENT 
(Continued) 

17. GAS COST INCENTIVE MECHANISM (GCIM)  (Continued) 
 

17C. GCIM BENCHMARK (Continued) 
For baseload purchases made for an entire month for the Southern 
California service area. The Southern California Benchmark Price Index is 
based on the simple average of first of the month prices reported in Platts 
Inside FERC’s Gas Market Report for each of the indicated basin and border 
market trading points and the corresponding index prices from Natural Gas 
Intelligence. For purchases made for less than an entire month for the 
Southern California service area, the Southern California Benchmark Price 
Index is calculated daily and is based on the simple average of daily prices 
reported in Platt’s Gas Daily for each of the indicated production and market 
center trading points and the corresponding index prices from SNL Energy 
Daily Gas Report. If one of the two publications used to calculate the simple 
average does not report an index price for a specific basin or market trading 
point, the other publication will be used. If neither publication used to 
calculate the simple average reports a price for an indicated basin or market 
trading point, the Benchmark Price Index will be based on another available 
trade publication. If the selected trade publication(s) subsequently revises its 
reported price within the annual GCIM period, the Benchmark Price Index 
will be recalculated to reflect the corrected price. 
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PRELIMINARY STATEMENT 
(Continued) 

17. GAS COST INCENTIVE MECHANISM (GCIM)  (Continued) 
17C. GCIM BENCHMARK (Continued) 

The Gas Commodity Benchmark is determined by multiplying daily 
purchased quantities by the corresponding contract price or Benchmark 
Price Index. Which price is utilized is determined by whether the purchased 
quantities are: 1) made under the Volatility Mitigation Program (VMP); or 2) 
index priced or spot market purchases; or 3) Biomethane Gas Program 
(BGP). 
If the purchased quantities were made under the VMP, then the 
corresponding contract price is used. If the purchased quantities were index 
priced or spot market purchases, then the corresponding Benchmark Price 
Index is used. If the purchased quantities is made under BGP, then the 
corresponding contract price is used. 
Each day during the annual GCIM period, the quantity purchased under the 
VMP is multiplied by the respective contracted price corresponding to the 
specific VMP quantity purchased. The result of this calculation is the Daily 
VMP Benchmark Cost. 
Each day during the annual GCIM period, the index priced and spot market 
purchased quantity is multiplied by the corresponding Benchmark Price 
Index. The result of this calculation is the Daily Index or Spot Market 
Purchase Benchmark Cost.  
Each day during the annual GCIM period, the quantity purchased under the 
BGP is multiplied by the respective contracted price corresponding to the 
specific BGP quantity purchased. The result of this calculation is the Daily 
BGP Benchmark Cost. 
Each day during the annual GCIM period, the off-system quantity sold under 
the BGP is multiplied by the respective contracted sales price corresponding 
to the specific BGP quantity sold. The result of this calculation is the Daily 
BGP Benchmark Sales Revenue. 
The Gas Commodity Benchmark is the sum of the Daily VMP Benchmark 
Costs, the Daily Index or Spot Market Purchase Benchmark costs, the Daily 
BGP Benchmark Costs, and the Daily BGP Benchmark Sales Revenue for 
the entire annual GCIM period. 
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PRELIMINARY STATEMENT 
(Continued) 

17. GAS COST INCENTIVE MECHANISM (GCIM) (Continued) 
17C. GCIM BENCHMARK (Continued) 

The Northern California and South Lake Tahoe Benchmark Price Index is 
calculated daily and is based on the simple average of daily prices reported in 
Platt’s Gas Daily for each of the indicated production and market center 
trading points and the corresponding index prices from SNL Energy Daily Gas 
Report. If one of the two publications used to calculate the simple average 
does not report an index price for a specific production or market center 
trading point, the other publication will be used. If neither publication used to 
calculate the simple average reports a price for an indicated production or 
market center trading point, the Benchmark Price Index will be based on 
another available trade publication. If the selected trade publication 
subsequently revises its reported price within the annual GCIM period, the 
Benchmark Price Index will be recalculated to reflect the corrected price. 
2. The Gas Transportation Benchmark is the sum of all pipeline 

transportation costs for delivery of gas supply quantities to the 
Company’s distribution system and all fixed and variable storage costs. 
a. Pipeline transportation costs include fixed reservation charges, 

variable transportation costs, refunds, adjustments, credits, all 
applicable and effective surcharges and other related costs. The 
transportation costs are determined from the Company’s 
transportation invoices, separately for each pipeline, for gas 
deliveries from the indicated basins/receipt points. 

b. Storage costs include injection, withdrawal, inventory charges, 
refunds, adjustments and credits as invoiced. 

17D. GCIM PURCHASED GAS COST 
The GCIM Purchased Gas Cost includes the following: 
1. All gas commodity costs, including any adjustments, refunds, 

surcharges, penalties, inventory charges or credits; 
2. Pipeline Transportation costs, including fixed reservation charges, 

variable transportation costs, refunds, adjustments, credits, all 
applicable and effective surcharges and other related costs included 
with the transportation invoices for deliveries to the Company’s 
California service areas. 

3. Storage costs including injection, withdrawal, and inventory charges 
and appropriate refunds, adjustments, and credits as invoiced; 

4. Any revenues from release and brokering of pipeline or storage 
capacity; 
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PRELIMINARY STATEMENT 
(Continued) 

17. GAS COST INCENTIVE MECHANISM (GCIM) (Continued) 

17D. GCIM PURCHASED GAS COST (Continued) 
5. Any fees, charges or credits associated with the delivery of gas 

supplies through the Southern California Gas Company (SoCalGas) 
and Pacific Gas and Electric Company systems, including incremental 
costs for firm access rights if applicable; 

6. Any gains, losses or expenses from gas futures and financial 
derivatives transactions, including but not limited to, forward contracts, 
futures, options, basis swaps, price swaps (including contracts for 
differences), and exchanges of futures for physical deliveries; 

7. Any revenues from gas commodity sales (e.g. gas sales in the 
imbalance market, or other off-system sale);  

8. Any revenues from the off-system sale of BGP, including the 
monetization of any biomethane gas environmental attributes, and 

9. Any appropriate GCIM annual period adjustments. 
17E. ANNUAL SHARED SAVINGS/COST 

Annual shared savings or costs are calculated when the GCIM Purchased 
Gas Costs are outside the tolerance bands. These are calculated as a 
percentage of the annual Gas Commodity Benchmark to create an “upper 
tolerance band” and “lower tolerance band.” Costs above the upper tolerance 
band and savings below the lower tolerance band are shared between 
ratepayers and shareholders. No sharing occurs when GCIM Purchased Gas 
Costs are between the tolerance bands. 
1. Determination of the Tolerance Bands 

a. The upper tolerance band is calculated as the GCIM Benchmark, 
plus 3 percent of the Gas Commodity Benchmark. 

b. The lower tolerance band is calculated as the GCIM Benchmark, 
minus 2 percent of the Gas Commodity Benchmark. 

2. Calculation of Shared Savings and Costs 
a. On an annual basis, GCIM Purchased Gas Costs are compared 

to the GCIM Benchmark to determine if shared savings or costs 
exist. 

b. If GCIM Purchased Gas Costs are greater than the upper 
tolerance band, costs above the upper tolerance band are shared 
50 percent to the ratepayers and 50 percent to the shareholders. 
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 3rd Revised 36 

PRELIMINARY STATEMENT 
(Continued) 

17. GAS COST INCENTIVE MECHANISM (GCIM) (Continued) 
17E. ANNUAL SHARED SAVINGS/COST (Continued) 

2. Calculation of Shared Savings and Costs (Continued) 
c. If GCIM Purchased Gas Costs are less than the lower tolerance 

band, savings below the lower tolerance band are shared 75 percent 
to the ratepayers and 25 percent to the shareholders. 

d. In no event shall the Company’s portion of the annual shared 
savings or costs exceed 1.5 percent of the respective actual annual 
GCIM commodity costs for either of the Northern or Southern 
California Divisions. 

e. In the event of an emergency (e.g. earthquake, pipeline failure, or 
other force majeure event), incremental costs and quantities 
associated with that event will be excluded from GCIM Purchased 
Gas Costs and the GCIM Benchmark for the purpose of calculating 
any shared savings or costs. These exclusions will be justified by 
the Company in its annual GCIM report submitted pursuant to 
Section 17J of this Preliminary Statement. 

f. Extraordinary or unforeseen commodity, transportation, and storage 
costs incurred by the Company in response to SoCalGas 
Operational or Emergency Flow Orders, reduced daily balancing 
windows, non-performance of firm contracted resources such as 
storage and pipeline capacity, and daily balancing or other 
curtailment procedures, shall be excluded from GCIM Purchased 
Gas Costs and the GCIM Benchmark for the purpose of calculating 
any shared savings or costs. These exclusions will be justified by 
the Company in its annual GCIM report submitted pursuant to 
Section 17J of this Preliminary Statement.1 

17F. VOLATILITY MITIGATION PROGRAM (VMP) 
The purpose of the VMP is to identify and secure contracts for natural gas 
supplies that contribute to the mitigation of short-term market price volatility. 
Pursuant to D.05-05-033, VMP purchase costs are flowed through the GCIM 
calculations and have no impact on any GCIM Shared Savings or Costs. This 
flow through is accomplished by calculating the Daily VMP Benchmark Cost 
for each VMP purchase by multiplying the daily VMP purchase quantities by 
the contract price corresponding to that specific VMP purchase quantity.  

                                                 
1 Section 17E.2.f will be removed from this Gas tariff upon the termination of Section N. OFO Trading and 
Section O. Temporary Settlement Term of SoCalGas’ tariff Rule No. 30, Transportation of Customer-Owned 
Gas. 
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PRELIMINARY STATEMENT 
(Continued) 

17. GAS COST INCENTIVE MECHANISM (GCIM) (Continued) 

17H. BIOMETHANE GAS PROGRAM (BGP) 

The purpose of the BGP is to identify and secure gas supply or sales 
contracts that further the goals of: the California Global Warming Solutions 
Act of 2006, as amended; the California Low Carbon Fuel Standard 
(California Code of Regulations §95480 through §95497); Senate Bill (SB) 
1383 Short-lived Climate Pollutants; SB 1440 Biomethane Procurement, or 
other current or future legislative or regulatory efforts to reduce greenhouse 
gas emissions. BGP costs include the cost to purchase BGP supplies and the 
revenue that may be generated through the off-system sale or monetization of 
associated biomethane gas environmental attributes. Revenue associated 
with on-system BGP sales are not considered in or part of the GCIM 
calculations. To be considered part of the BGP, biomethane gas purchases 
must meet at least one of the following conditions: 

1. The biomethane is delivered to California through a dedicated pipeline. 

2. The biomethane is delivered to California through a common carrier 
pipeline and meets both of the following requirements: 

a. The source of biomethane injects the biomethane into a 
common carrier pipeline that physically flows within California, 
or toward the end user in California for which the biomethane 
was produced. 

b. The seller or purchaser of the biomethane demonstrates that 
the capture or production of biomethane directly results in at 
least one of the following environmental benefits to California: 

i. The reduction or avoidance of the emission of any criteria 
air pollutant, toxic air containment, or greenhouse gas in 
California. 

ii. The reduction or avoidance of pollutants that could have 
an adverse impact on waters of the state. 

iii. The alleviation of a local nuisance within California that is 
associated with the emission of odors. 
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 3rd Revised 37 
     2nd Revised 37 

PRELIMINARY STATEMENT 
(Continued) 

17. GAS COST INCENTIVE MECHANISM (GCIM) (Continued) 

17F. VOLATILITY MITIGATION PROGRAM (VMP) (Continued) 

VMP purchase prices are fixed when the contract is awarded, based on then 
current market conditions. Contracted supply terms can range from one to 
twelve months, but shall not exceed two years. The Company solicits VMP bids 
for both the Company’s Southern California service area and the Company’s 
Northern California and South Lake Tahoe service areas. Solicitations are 
scheduled periodically throughout the year. In any solicitation, one or both of 
the California divisions may be involved, depending on the amount of VMP 
supplies already acquired. Up to 25 percent of the total forecasted annual 
supply is purchased as part of the VMP.  

VMP contracts are awarded to the lowest acceptable bidder as part of a 
solicitation process. Because the contracts are selected through a bidding 
process, prices for VMP purchases are assumed to be representative of the 
market at the time of the solicitation. Evaluating these purchases will include 
comparing the awarded contract to the corresponding bids received during the 
solicitation process. All contracts and information related to the solicitation 
process will be submitted with the annual GCIM filing. 

17G. SOUTHERN CALIFORNIA STORAGE 
Consistent with D.08-12-020, the Company receives a set-aside of SoCalGas 
storage inventory, injection, and withdrawal capacity equal to 1.98 percent of 
the inventory, injection, and withdrawal capacities that are allocated to the 
combined core customers of SoCalGas and San Diego Gas & Electric 
Company.  Such storage set-aside is adjusted annually, no later than April 1. 
When this set-aside of SoCalGas storage is available, the Company uses its 
southern California storage resources primarily to reduce the impact of short -
term or seasonal volatility in natural gas prices and as a peak demand supply 
source. To a lesser extent, storage is also employed as an imbalance 
management tool for intrastate capacity. The Company will endeavor to 
dispatch supplies into and out of storage in a manner that provides the greatest 
economic benefit to the ratepayers, based on market information available at 
that time and minimizes the purchase of supplies for periods less than an entire 
month for the Southern California service area. Prior to each November 1, the 
Company will have storage reserves filled to a target level of no less than 
80 percent of capacity. If the storage target is not met, the Company will explain 
the variance and impact to core customers in the annual GCIM filing. 
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PRELIMINARY STATEMENT 
(Continued) 

17. GAS COST INCENTIVE MECHANISM (GCIM) (Continued) 

17H. BIOMETHANE GAS PROGRAM (BGP) (continued) 

BGP purchase costs and off-system sales revenues are flowed through the 
GCIM calculations and have no impact on any GCIM Shared Savings or 
Costs. This flow through is accomplished by calculating the Daily BGP 
Benchmark Costs for each BGP purchase or off-system sale transaction by 
multiplying the daily BGP purchase or off-system sale quantities by the 
contract price corresponding to that specific BGP purchase or off-system sale 
quantity. In addition, the GCIM Purchased Gas Cost includes both the BGP 
purchase costs and any revenue from BGP off-system sales or monetization 
of associated biomethane gas environmental attributes. 

BGP purchase or sales prices are determined on a case-by-case basis and 
are heavily dependent on the type of facility producing the biomethane gas, 
the feedstock for the biomethane gas and the location of the biomethane gas 
processing facilities in relation to the Company’s distribution system. There is 
no minimum quantity that the Company must purchase or sell pursuant to the 
BGP. BGP purchase or sales contracts may be awarded through arms-length 
negotiations or as part of a solicitation process. Information related to BGP 
purchases and sales will be included with the Company’s annual GCIM report 
submitted pursuant to Section 17J of this Preliminary Statement. 
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PRELIMINARY STATEMENT 
(Continued) 

17. GAS COST INCENTIVE MECHANISM (GCIM) (Continued) 

17I. BALANCING ACCOUNT TREATMENT 
The Company portion of annual saving or cost calculated pursuant to the GCIM 
shall be recorded separately in the Company’s Purchased Gas Cost Balancing 
Account. In the event of a shared saving, a debit entry shall be recorded in the 
Purchased Gas Cost Balancing Account. In the event of a shared cost, a credit 
entry shall be recorded in the Purchased Gas Cost Balancing Account. 

Upon approval by the Commission, the total Company portion of annual 
GCIM saving or cost shall be amortized in rates as described in Preliminary 
Statement 7, Purchased Gas Cost Balancing Account. 

17J. REPORTING AND FILING REQUIREMENTS  

 Within ninety (90) days of the conclusion of each annual GCIM period, the 
Company shall submit to the Commission’s Energy Division and Public 
Advocates Office (PAO) a compliance filing containing the annual GCIM 
report. The report will describe the results of the annual GCIM period and 
provide all necessary data in support of the calculation of the GCIM period 
shared savings or costs. The confidential contents of the report are subject to 
the provisions of the General Order 66-C and Section 583 of the Public 
Utilities Code. If the compliance report indicates that shared savings or costs 
are warranted, the Company shall file an advice letter requesting 
authorization to make the appropriate accounting entries. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 

This Rule describes the general terms and conditions that apply whenever the Company 
transports Customer-Secured Gas through its system. Customers electing to secure 
Biomethane Gas from a Biomethane Gas supplier that is also interconnected with the 
Company’s system may only do so if such Biomethane Gas supplier complies with all 
terms and conditions set forth in Rule No. 22, Biomethane Gas, of this California Gas 
Tariff. 

A. CHARACTER OF SERVICE 

1. The basic transportation service rendered under Schedule Nos. 
GS-70/GN-70/SLT-70, GS-VIC, GS-LUZ, and GN-T shall consist of: 

a. The receipt by the Company for the account of the customer of gas at 
the interconnection between the Company, and its upstream pipeline 
supplier [herein called receipt point(s)]. 

b. The transportation of the customer’s gas through the Company’s system 
for the account of the customer; and 

c. The delivery of the customer’s gas after transportation by the Company 
for the account of the customer at the delivery point(s) into the 
customer’s facility. 

2. Core transportation customers in the Company’s Southern California service 
areas, including groups aggregating core loads, will be allocated a pro rata 
share of the Commission regulated gas storage services that are available to 
the Company. The Company will inform the customer or Aggregator of the 
monthly and daily storage entitlement available to that customer or group. 

The Company’s Southern California core transportation customers may inject 
gas into storage from April 1 to October 31 and may withdraw gas from 
storage from November 1 to March 31. The customer must inform the 
Company of the customer’s storage injection schedule by the 23rd day of the 
month prior to actual gas injection. Daily storage injection nominations may 
not exceed 108 percent of the month’s average daily storage injection 
quantity. Customers are not required to provide a monthly storage withdrawal 
nomination, but must provide the Company an estimate of the quantity 
expected to be withdrawn each month. Daily nominations for storage 
injections and withdrawals require a 48 hour advance notice. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

C. QUANTITIES OF GAS (Continued) 

b. Nominations received after a deadline will be processed for the following 
cycle with the exception that late Cycle 5 Nominations will not be 
processed. The Company will confirm the quantities nominated for 
Cycle 1 (Timely Nominations) through all five cycles, regardless of 
upstream cuts in scheduled quantities, unless the Company receives a 
revised Nomination from the responsible party for any subsequent cycle. 

c. Intraday Nominations will replace existing Standing Nominations only for 
the duration of the flow day requested. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

C. QUANTITIES OF GAS (Continued) 

d. Balancing quantities must be separately identified in the Nomination. 
The Company shall determine and notify the customer if there is 
sufficient operating flexibility to schedule such quantities. The Company 
will only accept balancing quantities for Cycle 1 Nominations. 

e. Nominations for multiple customers must specify the quantity of gas to 
be scheduled at each of the Company’s receipt points with its upstream 
pipeline(s). The customer or Agent must specify, prior to the flow day, the 
method to be used by the Company for allocating imbalances among 
individual customers. If the allocation method is not specified prior to the 
flow day, the Company will allocate any imbalances pro rata from the 
Cycle 1 Nomination. 

3. It shall be the customer’s, the customer’s agent, or, for core customers 
aggregating load, the Aggregator’s obligation to make arrangements with the 
Company and other parties for delivery of gas into the Company’s upstream 
pipeline suppliers’ systems and for receipt by customer of gas after 
transportation to the point(s) of delivery. The customer, agent or Aggregator 
shall be obligated to provide dispatching and operating coordination with the 
Company and allow the Company access to appropriate charts and records. 
Such arrangements must be satisfactory to the Company. 

4. The customer shall cause deliveries into the Company’s system of quantities 
to be transported hereunder to be made at approximately a uniform daily rate 
and based on historical use where appropriate. On any gas day, the Company 
may refuse to accept quantities of gas that result in fluctuations in excess of 
10 percent from the quantities transported during the previous gas day. 
Fluctuations in excess of 10 percent shall only be allowed if prior approval 
has been obtained from the Company’s Gas Scheduling department. 

5. Upon request of the Company, the customer shall from time to time submit its 
best estimates of the daily, monthly and annual quantities of gas to be 
transported, including peak day requirements, together with such other 
operating data as the Company may require in order to schedule its 
operations. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

C. QUANTITIES OF GAS (Continued) 

6. a. Imbalances (Continued) 

 Pursuant to Section D. of this Rule the customer may elect to offset any 
Monthly Imbalance against: (1) Monthly Imbalances created by other 
customers of the Company; (2) in the case of core customers, the 
customer’s or core aggregator’s available storage account capacity or 
inventory for the Company’s Southern California service area, if sufficient; 
or (3) Monthly Imbalances created by customers served directly by 
Southern California Gas Company for customers in the Company’s 
Southern California service area. Such offsets must be accomplished prior 
to the end of the authorized trading period for a month. All trading of 
imbalances shall be conducted in accordance with Sections D and E of 
this Rule. 

 Customers may not use Monthly Imbalance Trading to offset Daily 
Imbalances or Daily Noncompliance Charges(s). 

 b.  Daily Balancing 

  Customers are provided a Daily Tolerance Band under which the 
customer’s Daily Imbalance may not be greater or less than plus or minus 
25 (Daily Tolerance Band Percentage) of the customer’s daily 
transportation quantities scheduled for burn.  The Daily Tolerance Band 
and Daily Tolerance Band Percentage of plus or minus twenty-five-percent 
is subject to the Company’s adjustment downward pursuant to Section 
C.6.c herein. 

 c.  Operational Flow Order (OFO) 

  The purpose of an OFO is to protect system integrity, manage upstream 
resources, or ensure that Company operational conditions comply with 
upstream pipeline operational requirements. The following conditions 
apply to the Company’s issuance of OFOs. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

C. QUANTITIES OF GAS (Continued) 

6. c.  Operational Flow Order (OFO) (continued) 

(i)   The Company will issue and implement an OFO with as much notice 
as possible before 9:00 a.m. PCT on the day prior to the day of gas 
flow; however, the Company reserves the right to issue or modify an 
OFO at any time.  The Company will provide notice to customers of 
an OFO event, or changes during an OFO event electronically or by 
other means mutually acceptable to the Company and the Customer. 
The notice will contain, at a minimum: (1) the starting time of the 
OFO, (2) the OFO Stage and Daily Tolerance Band Percentage from 
Section C.6.c.iii. of this Rule, (3) the OFO duration, (4) the extent of 
the OFO (system wide, local, or customer specific), (5) the reason(s) 
for the OFO and (6) if not readily available through other Company 
sources, the prior day's Btu conversion factor. The Company 
reserves the right to issue an OFO for multiple consecutive days 
under one notice based on the prevailing conditions on its system or 
the conditions present on upstream pipelines.  The Company reviews 
those conditions daily and, using its sole discretion, may cancel the 
multiple consecutive day OFO when system conditions allow. 

(ii)    If an OFO is issued or modified after the start of a gas day contained 
in the OFO, the Company will make a good faith effort to notify 
customers at least one hour prior to an Intraday Nomination deadline 
as set forth in Section C.2. of this Rule.  When an OFO is issued or 
modified after the start of a gas day contained in the OFO, the 
Company will prorate the Daily Tolerance Band based on the number 
of hours each Daily Tolerance Band was effective during the day. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

C. QUANTITIES OF GAS (Continued) 

6. c.  Operational Flow Order (OFO) (Continued) 

(iii) While an OFO is in effect, the customer’s Daily Imbalance may not 
be greater or less than plus or minus the Daily Tolerance Band 
Percentage specified in the OFO notice multiplied by the 
customer’s daily transportation quantities scheduled for burn (or as 
prorated per Section C.5.c.ii of this Rule), otherwise the customers 
will be subject to the applicable Noncompliance Charge.  The 
possible Daily Tolerance Band Percentages and Noncompliance 
Charge by OFO Stage are: 
 

OFO Stage Daily Tolerance 
Band % 

Noncompliance 
Charge 

No OFO +/- 25% $0.00/therm 

1 +/- 10% $0.50/therm 

2 +/- 5% $2.50/therm 

3 +/- 0% $5.00/therm 

Prior to the issuance of an OFO, the Company may issue, but is not 
required to issue, a “Hold Burn to Schedule Quantities” notice 
requesting customers to match their daily metered quantities and 
scheduled quantities.  An OFO event may begin with a Stage 1 
notice; however, an OFO event, and associated Noncompliance 
Charge(s), may begin at any Stage the Company deems 
necessary.  After the Company notices an OFO event, it may 
subsequently evaluate the Stage of the OFO and modify the OFO 
Stage and provide notice to customers of the change.  Further the 
Company may subject a specific customer or specific group of 
customers to an elevated OFO Stage if those customer(s) do not 
comply with prior requests to balance daily scheduled quantities 
with daily metered quantities. The Company will only subject a 
specific customer or specific group of customers to an elevated 
OFO Stage for the period those customer(s) do not balance daily 
scheduled quantities with daily metered quantities. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

C. QUANTITIES OF GAS (Continued) 

6. c.  Operational Flow Order (OFO) (continued) 

(iv) For customers having meters monitored by telemetry equipment, 
the Company will not assess Noncompliance Charges during an 
OFO event based on estimated daily usage. 

D. TRADING MONTHLY IMBALANCE QUANTITIES 

The customer may elect to offset Monthly Imbalance by identifying and reaching an 
agreement with one or more transportation customers in the Company’s Southern 
California, Northern California, or South Lake Tahoe service areas, as applicable, 
that have an established Monthly Imbalance in an opposite direction. Customers 
may not trade Monthly Imbalances between the Company’s Southern California and 
Northern California/South Lake Tahoe service areas. Customers in the Company’s 
Southern California service area may also identify and reach agreement with 
transportation customers served directly by Southern California Gas Company, 
subject to authorization by the Company. Core customers, including customers 
aggregating core loads, may also offset Monthly Imbalances with available storage 
account quantities held by that customer or group of customers for the Company’s 
Southern California service area, if sufficient. Customers that agree to trade Monthly 
Imbalances will be subject to the following conditions: 

1. Customers will be entitled to trade their entire Monthly Imbalance for a 
given month. 

2. Trading of Monthly Imbalance quantities by customers may begin at 7:00 
a.m. Pacific Clock Time on the 25th calendar day in the month of 
notification and must be completed by 3:00 p.m. Pacific Clock Time of the 
30th day of the month in which the customer’s imbalance statement is 
rendered. During the month of February, the trading period begins at 7:00 
a.m. Pacific Clock Time on the 23rd calendar day of the month and ends 
at 3:00 p.m. Pacific Clock Time on the 28th calendar day of the month. 
If the end of the trading period falls on a weekend or holiday, the prior 
business day shall be the last day for trading to occur. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

C. QUANTITIES OF GAS (Continued) 

6. c.  Operational Flow Order (OFO) (continued) 

(iv)    For customers having meters monitored by telemetry equipment, the 
Company will not assess Noncompliance Charges during an OFO 
event based on estimated daily usage. 
 

(v)    Customers receiving service per Schedule No. GN-T that do not have 
meters monitored by telemetry equipment will not be assessed Daily 
Excess Imbalance Charges or Noncompliance Charges. 

(vi)    Customers receiving service under Schedule No. GS-LUZ will not be 
assessed Daily Excess Imbalance Charges or Noncompliance 
Charges. 

D. TRADING MONTHLY IMBALANCE QUANTITIES 

The customer may elect to offset Monthly Imbalance by identifying and reaching an 
agreement with one or more transportation customers in the Company’s Southern 
California, Northern California, or South Lake Tahoe service areas, as applicable, that 
have an established Monthly Imbalance in an opposite direction. Customers may not 
trade Monthly Imbalances between the Company’s Southern California and Northern 
California/South Lake Tahoe service areas. Customers in the Company’s Southern 
California service area may also identify and reach agreement with transportation 
customers served directly by Southern California Gas Company, subject to 
authorization by the Company. Core customers, including customers aggregating core 
loads, may also offset Monthly Imbalances with available storage account quantities 
held by that customer or group of customers for the Company’s Southern California 
service area, if sufficient. Customers that agree to trade Monthly Imbalances will be 
subject to the following conditions: 
1. Customers will be entitled to trade their entire Monthly Imbalance for a 

given month. 
2. Trading of Monthly Imbalance quantities by customers may begin at 7:00 

a.m. Pacific Clock Time on the 25th calendar day in the month of notification 
and must be completed by 3:00 p.m. Pacific Clock Time of the 30th day of 
the month in which the customer’s imbalance statement is rendered. During 
the month of February, the trading period begins at 7:00 a.m. Pacific Clock 
Time on the 23rd calendar day of the month and ends at 3:00 p.m. Pacific 
Clock Time on the 28th calendar day of the month. If the end of the 
trading period falls on a weekend or holiday, the prior business day shall be 
the last day for trading to occur. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

C. QUANTITIES OF GAS (Continued) 

6. Customers must endeavor to schedule supplies at the Company’s receipt 
points that match the customer’s daily demands. Balancing of thermally 
equivalent quantities of gas received and delivered shall be achieved as 
nearly as feasible daily, considering the customers right, subject to the 
Company’s approval, to vary receipts and deliveries within specified limits. 
Customer’s deliveries or metered quantities shall be those quantities which 
have passed the point(s) of delivery as determined by the Company’s meter. 

 a. Imbalances  

The Daily Imbalance is defined as the difference between the 
customer’s daily transportation quantities scheduled for burn and the 
customer’s daily metered quantity, including the effect of any 
adjustment for cycle billing.  Any Daily Imbalance (plus or minus) 
carried forward shall be considered first through the meter during the 
next daily period.  Daily Imbalances established in excess of the 
applicable Daily Tolerance Band, including days when the Company 
has issued an Operational Flow Order, will be subject to the 
Noncompliance Charge(s) specified in Section C.6.c.iii and Excess 
Imbalance charges specified in Section E. of this Rule. 
 
The Monthly Imbalance is defined as the difference between the 
customer’s monthly transportation quantities scheduled for burn and the 
customer’s monthly metered quantity, adjusted for any previous 
Monthly Imbalances, and including any adjustment for cycle billing.  
Monthly Imbalances established in excess of the applicable Monthly 
Operating Window will be subject to the Excess Imbalance charges 
specified in Section E. of this Rule. 
 

  The Cumulative Monthly Imbalance is the customer’s Monthly 
Imbalance that remains after the Monthly Imbalance Trading Period, 
pursuant to Section D. of this Rule, is complete. Except for core 
customers aggregating load, any Cumulative Monthly Imbalance shall 
be carried forward to the next calendar month and shall be considered 
first through the meter during the next calendar month. Cumulative 
Monthly Imbalances for core customers aggregating load shall be 
carried forward to the second following calendar month and shall be 
considered first through the meter during the second following calendar 
month. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

D. TRADING OF IMBALANCE QUANTITIES (Continued) 

3. Trading of Monthly Imbalance quantities shall only reduce a customer’s 
imbalance toward, but not beyond, a zero Monthly Imbalance level. A customer 
may not trade to establish a Monthly Imbalance in the opposite direction of the 
customer’s original Monthly Imbalance. 

4. Monthly Imbalances for customers with multiple meters will be determined by 
aggregating all meters included under a particular transportation service 
agreement. Customers with multiple meters shall not trade Monthly 
Imbalances based on individual meters or sales accounts. 

5. The customer is solely responsible for contacting other transportation 
customers of the Company or of Southern California Gas Company, as 
applicable, to explore opportunities for trading Monthly Imbalances. The 
customer is also solely responsible for any financial arrangements between 
trading partners occurring as a result of the completion of an imbalance trade.  
The Company assesses its transportation quantity charges based on the 
transportation billing quantities, adjusted for any quantities traded pursuant to 
this Section. 

6. Customers wishing to execute a trade of Monthly Imbalance quantities must 
submit an Imbalance Trading (Form No. 880.0SCA for Southern California 
service area customers or Form No. 880.00NCA for Northern California and 
South Lake Tahoe service area customers) to the Company by the Monthly 
Imbalance trading deadline. Such form shall be directed to a location and via a 
method specified by the Company. The Company will review, and approve as 
appropriate, all Monthly Imbalance trading requests submitted by customers. 
Customers whose trade requests are approved will be sent revised 
transportation billing worksheets and invoices. The Company will not be 
responsible for, or involved with, the transfer of gas supply between customers 
or any related compensatory transactions between customers.  
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

E. PAYMENT FOR EXCESS IMBALANCES (Continued) 

In addition to the charges payable under the customer’s otherwise applicable 
rate schedules, Excess Imbalance quantities shall be billed as follows: 

a. Positive Excess Imbalance 

When the customer’s Daily Imbalance is greater than the customer’s 
Daily Tolerance Band a Daily Positive Excess Imbalance exists.  
When the Customer’s Cumulative Monthly Imbalance exceeds eight-
percent of the customer’s total metered gas quantity for a month, a 
Monthly Positive Excess Imbalance exists.  Daily and Monthly Positive 
Excess Imbalance quantities shall be retained by the Company and the 
excess imbalance eliminated after the customer’s bill is credited with the 
lower of the following gas costs for each therm of the Excess Imbalance 
in addition to the customer’s applicable transportation quantity charge: 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

D. TRADING MONTHLY IMBALANCE QUANTITIES (Continued) 

7. In the event a Southern California service area customer is proposing a 
Monthly Imbalance trade with a customer served directly by Southern 
California Gas Company, the Company will act as the trading partner with the 
Southern California Gas Company customer on behalf of the Company’s 
customer. Such trade will be subject to prior authorization by the Company 
and Southern California Gas Company tariff provisions. 

8. For the Company’s Southern California service area, except during any 
period of system curtailment of core service as described in Rule No. 20 of 
this California Gas Tariff, core transportation customers, including those 
customers aggregating core loads, may use their available storage inventory 
capacity and quantities to: (1) offset the customer’s own transportation 
imbalances; or (2) trade with other core customers served by the Company 
for their transportation imbalances. Core transportation customers may not 
trade storage capacity or quantities with customers served directly by 
Southern California Gas Company. Core customers trading imbalances with 
storage service must have sufficient capacity or inventory during the month 
the imbalance is created and at the time the trade is completed. 

E. PAYMENT FOR EXCESS IMBALANCES  

1. After the imbalance trading period, the customer’s Cumulative Monthly 
Imbalance is the difference between actual monthly scheduled quantities and 
monthly metered quantity, adjusted for any previous Monthly Imbalances, 
including any adjustment for cycle billing and Monthly Imbalance trades. 
Customers receive Monthly Tolerance Band equal to plus or minus eight 
percent of the total metered gas quantity for a month. Cumulative Monthly 
Imbalances within the Monthly Tolerance Band will be allowed without 
incurring an Excess Imbalance Charge. Cumulative Monthly Imbalances in 
excess of the Monthly Tolerance Band are defined as Excess Imbalance 
quantities and incur a Positive or Negative Excess Imbalance Charge.  

 As defined in Section C.6.a of this Rule, the customer’s Daily Imbalance is the 
difference between the customer’s daily transportation quantities scheduled 
for burn and the customer’s daily metered quantity, including the effect of any 
adjustment for cycle billing. Daily Imbalances at the end of the billing period 
within each day’s Daily Tolerance Band will be allowed without an Excess 
Imbalance Charge. Daily Imbalances in excess of each day’s Daily Tolerance 
Band are defined as Excess Imbalance quantities and incur a Positive or 
Negative Excess Imbalance Charge. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

E. PAYMENT FOR EXCESS IMBALANCES (Continued) 

1. a. Positive Excess Imbalance (Continued) 

(i) Fifty percent of the otherwise applicable Gas Cost or Procurement 
Charge as stated in the Statement of Rates; or 

(ii) The lowest incremental cost of gas purchased by the Company 
during the same month. 

b. Negative Excess Imbalance 

When the customer’s Daily Imbalance is less than the customer’s 
Daily Tolerance Band a Daily Negative Excess Imbalance exists.  
When the Customer’s Cumulative Monthly Imbalance is less than 
eight-percent of the customer’s total metered gas usage for a month, a 
Monthly Negative Excess Imbalance exists. Negative Excess Imbalances 
shall be eliminated after the customer is billed the higher of the following 
two gas costs for each therm of the Excess Imbalance in addition to the 
customer’s applicable transportation quantity charge: 

(i) For billing periods during which customers have not been 
curtailed, the Negative Excess Imbalance shall be assessed the 
higher of the following gas costs: 

(a) 150 percent of the otherwise applicable Gas Cost or 
Procurement Charge as stated in the Statement of Rates of 
this California Gas Tariff; or 

(b) The highest incremental cost of gas purchased by 
Southwest during the same month. 

(ii) For billing periods during which customers have been curtailed, the 
Company shall assess customers a balancing service fee of $1.00 
per therm to applicable imbalances. Balancing service fees shall be 
assessed to core customers when any core customers have been 
curtailed. Noncore customers shall be assessed balancing service 
fees when noncore customers of an equal or greater priority class 
have been curtailed. The balancing service fee shall be applicable 
to the entire Negative Excess Imbalance established by a customer 
during which period the curtailment occurred. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

E. PAYMENT FOR EXCESS IMBALANCES (Continued) 

2. If a customer is assessed a charge pursuant to Section E.1.a or E.1.b of this 
Rule, based on Company billing information that is later determined to be in 
error, the customer shall be credited an amount equal to the imbalance 
charges not assessable based on the corrected billing information. If a 
customer is not assessed a charge pursuant to Section E.1.a or E.1.b of this 
Rule, based on Company billing information that is later determined to be in 
error, the customer shall be billed for any applicable imbalance charges 
determined to be assessable based on the revised billing information. 

3. If imbalances between nominations and deliveries of a customer’s gas to the 
Company’s upstream pipeline suppliers cause the Company to purchase gas 
it would not have otherwise purchased and/or to incur additional costs not 
covered by the Company’s applicable gas tariff rate(s), the customer(s) 
causing such costs will be subject to a surcharge equal to the additional cost 
not recovered through the gas tariff rate(s). 

4. The Company shall not be required to perform or continue service on behalf 
of any customer that fails to comply with the terms contained in this Rule, 
applicable rate schedule, and the terms of the customer’s Service Agreement 
with the Company. The Company shall have the right to waive any one or 
more specific defaults by any customer under any provision of this Rule, 
applicable rate schedule, or the Service Agreement; provided, however, that 
no such waiver shall operate or be construed as a waiver of any other existing 
or future default or defaults, whether of a like or different character. 

5. Noncompliance and Excess Imbalance Charges will be credited to Account 
No. 191, Unrecovered Purchased Gas Costs. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

F. MEASUREMENT OF CUSTOMER-SECURED GAS 

1. All quantities referred to in Sections C and D of this Rule shall be provided as 
therms (100,000 British thermal units). 

2. The Company or its agent shall calibrate and maintain meters and related 
equipment at intervals specified by the Company. The customer shall have 
access to the Company’s meters and shall be allowed to inspect the meters 
and charts or other records of measurement at any reasonable time. If any 
inaccuracy is discovered, it will be handled as described in Rule No. 17 of this 
California Gas Tariff. 

3. If the customer’s gas is commingled with other gas at the receipt point(s) or at 
the point(s) of delivery, the scheduling arrangements and the Company’s 
records shall include procedures for the division of the total quantity at such 
points. Other than advance sales service nominations made by partial 
requirements customers, gas transported under Schedule No. GN-T shall be 
deemed to be delivered first through the meter. 

4. The Company’s Supplier may be receiving gas from various sources. Where 
the customer’s shipper acts as the Company’s Supplier’s measuring agent, 
the customer shall accept as accurate the customer’s Shipper’s declaration of 
the quantity of gas it has delivered to the Company for the customer ’s 
account. Where gas is measured by the Company, the customer shall accept 
as accurate the Company’s measurement of gas. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

G. BILLING AND PAYMENT 

1. The Company shall render a bill to the customer, agent or Aggregator, 
whichever is applicable, on or before the 10th day of each month. 

2. For customers aggregating core loads, any imbalance charges pursuant to 
Section E of this Rule will be billed to the customer’s Aggregator. The 
customer shall be ultimately responsible for all billings. Additional billing and 
payment terms and conditions for core aggregation are set forth in Section M 
of this Rule. 

3. Transportation customers that are not part of core aggregating groups shall pay 
on or before the 25th day of each month for the service rendered hereunder 
during the preceding month as billed by the Company. Such payment shall be 
made in immediately available funds on or before the due date to a depository 
designated by the Company. If the 25th falls on a day that the designated 
depository is not open in the normal course of business to receive the 
customer’s payment, then payment shall be made on or before the last business 
day preceding the 25th day that such depository is available. If presentation of a 
bill to the customer by the Company is delayed after the 10th day of the month, 
then the time of payment shall be extended accordingly unless the customer is 
responsible for such delay. 

4. The customer, customer’s agent or Aggregator shall reimburse the Company 
for any charges rendered or billed to the Company by its Supplier(s), by any 
other upstream transporters and gas gatherers, or by any political 
subdivisions of the State of California, either before or after termination of the 
Service Agreement, which the Company, in its sole good faith opinion, 
determines have been incurred because of the transportation of gas for the 
customer’s account hereunder and should, therefore, appropriately be borne 
by the customer. Such charges, whether levied in dollars or gas, may include, 
but shall not be limited to, standby charges or reservation fees, prepayments, 
applicable taxes, applicable fuel reimbursement, shrinkage, lost and 
unaccounted for quantities, Gas Technology Institute surcharges, penalty 
charges, and filing fees. The customer will reimburse the Company for all 
such charges incurred by the Company as rendered, irrespective of the actual 
quantities of natural gas delivered to the customer. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

G. BILLING AND PAYMENT (Continued) 

5. Periodically, quantity adjustments may be made by the Company’s 
Supplier(s), the customer’s agent or the Aggregator. Should resulting 
adjustments to customer bills be necessary, such adjustments will be applied 
during the month in which the quantities were delivered to the customer for 
the purposes of determining the applicability of the provisions of Schedule 
Nos. GN-T, GS-70/GN-70/SLT-70, GS-VIC, and GS-LUZ of this California Gas 
Tariff. 

H. ESTABLISHING TRANSPORTATION SERVICE 

1. Requests for transportation hereunder shall be made by, and shall be deemed to be 
complete upon, the customer providing the following information to the Company: 
a. Point(s) of Delivery — Point(s) of delivery by the Company to the customer. 
b. Gas Quantities — The Maximum Daily Quantity (MDQ) applicable to 

each receipt point(s) and the maximum quantity per day applicable to 
each point(s) of delivery, and the estimated total quantities to be 
received and transported over the delivery period stated individually in 
therms for each receipt point and each point of delivery. 

c. Term of Service — 
(i) Date service requested to commence; and 
(ii) Date service requested to terminate. 

d. Performance — A letter from the customer certifying that the customer has 
or will have title to the gas to be delivered to the Company for transportation 
and has entered into or will enter into those arrangements necessary to 
assure all upstream transportation will be in place prior to the 
commencement of service under a Service Agreement. The customer’s 
agent or Aggregator, if any, must be named. 

2. Upon receipt of all of the information specified above, the Company shall prepare 
and tender to the customer for execution a Service Agreement in the form 
contained in this California Gas Tariff. If the customer fails to execute the Service 
Agreement within 30 days of the date tendered, the customer’s request shall be 
deemed null and void. A 30-day prior written notice by core aggregation 
customers or the respective Aggregator is required for cancellation of a service 
agreement for Core Aggregation Transportation service. 

L 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

K. POSSESSION OF GAS AND RESPONSIBILITY 

As between the Company and the customer, the customer shall be deemed to be in 
control and possession of the gas until it has been delivered to the Company for 
transportation at the receipt point(s). The Company shall thereupon be deemed to be 
in control and possession of the gas until the gas shall have been delivered to the 
customer at the point(s) of delivery, after which the customer shall be deemed to be 
in control and possession. The customer shall have no responsibility with respect to 
any gas after it has been delivered to the Company at the receipt point(s) on account 
of anything which may be done, happen or arise with respect to said gas, until said 
gas is delivered to the customer at the point(s) of delivery. The Company shall have 
no responsibility with respect to said gas prior to its delivery to the Company at the 
receipt point(s) or after its delivery to the customer at the point(s) of delivery, or on 
account of anything which may be done, happen or arise with respect to said gas 
prior to such receipt or after such delivery. 

L. WARRANTY OF TITLE 

The Company accepts gas for the customer’s account at the receipt point(s) subject 
to the understanding that the customer warrants that at will, at the time of delivery of 
gas to the Company for transportation, have the right to cause delivery of gas to the 
Company and that it will indemnify the Company and hold the Company harmless 
from all adverse claims of all persons to such gas. 

The Company warrants that, at the time of delivery of the transported gas to the 
customer at the point(s) of delivery, it will not have encumbered the gas in any 
manner whatsoever from the time the gas is accepted at the receipt point(s) until the 
gas is delivered to the customer at the point(s) of delivery. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

M. CORE AGGREGATION TRANSPORTATION (CAT) PROGRAM 
The provisions contained in this Section M apply only to those customers 
participating in the Company’s Core Aggregation Transportation (CAT) program. The 
previous provisions of this Rule No. 21 and Schedule No. GN-T of this California 
Gas Tariff apply to the CAT program, unless superseded by provisions contained in 
this Section M.  In accordance with Decision (D.) 14-08-043, D.18-02-002, and 
Public Utilities Code Section 981, unless otherwise exempt, a CAT offering core 
aggregation transportation service to residential or small commercial customers is 
required to register with and receive approval from the Commission prior to offering 
core aggregation transportation service. 
1. Enrollment of Customers 

a. An agent or third party (Aggregator) who requests transportation service 
for customers aggregating core loads shall provide to the Company a 
Utility Authorization for Core Aggregation Transportation Service (Form 
No. 881.0) executed by the customer identifying each customer’s meter 
location whose load has been aggregated. The Utility Authorization shall 
grant the Aggregator the authority to act on the customer’s behalf; and 
allow the Company to release information about the customer to the 
Aggregator.  By submission of the signed Utility Authorization, the 
Aggregator warrants that the customer being enrolled in the CAT 
program has authorized the Company to release the customer's current 
and historical information, including current and historical gas 
consumption information, billing information, and payment information, to 
that specific Aggregator or its agent.  

b. An Aggregator seeking to provide a customer with CAT service will be 
responsible for compliance with the Commission’s verification rules set 
forth in D.18-02-002. 

c. The minimum term for customers electing CAT service is 12 consecutive 
months. 

d. The Company shall tabulate the customer’s most recent 12 months’ 
usage and provide the usage history to the Aggregator within 30 days 
from submittal to the Company by the Aggregator. The Company shall 
utilize this usage history to establish the Aggregator’s Maximum Daily 
Quantity (MDQ) for any period. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

M. CORE AGGREGATION TRANSPORTATION (CAT) PROGRAM (Continued) 

e. The Company will process requests from Aggregators to begin service to 
customers within 90 days of submittal; however, every reasonable effort will 
be made to begin CAT service for the customer in the month following 
submittal. 

f. Customers taking CAT service must provide 90 days prior written notice to 
the Company to change Aggregators. A customer who has received CAT 
service for the minimum term is not required to remain with a newly-elected 
Aggregator for a minimum term. 

2. Storage Allocation and Rights 

a. For the Company’s Southern California service areas, gas storage inventory 
injected by Aggregators may not be subjected to encumbrances of any kind. 
Aggregators will be assigned month-end storage inventory targets by the 
Company to meet the Company’s month-end storage targets and maintain 
minimum quantities sufficient to meet the Company’s peak day and cold year 
seasonal requirements. Aggregators will not be allowed to withdraw gas in 
inventory below the month-end targets established by the Company. Gas 
storage inventory to meet core reliability cannot be used to cure an under -
delivery of flowing supplies during an imbalance trading period. 

b. During the injection season, flowing supplies scheduled for injection will be 
delivered first, with all remaining flowing supplies scheduled for delivery to 
the Company’s Southern California distribution system for current month use. 

c. Aggregators in the Company’s Northern California and South Lake Tahoe 
service areas are subject to the terms and conditions of the Paiute Pipeline 
Company’s FERC Tariff for all storage activities.  

d. When an Aggregator adds a customer or customers to its Group which 
represents an addition of more than 150,000 therms of storage inventory, a 
pro rata portion of the existing gas storage inventory will be sold by the 
Company to the Aggregator at the current month’s Procurement Charge as 
set forth in the currently-effective Schedule No. GCP of this California Gas 
Tariff. When a customer terminates CAT service which represents a reduction 
of more than 150,000 therms of storage inventory and returns to the 
otherwise applicable sales schedule, a pro rata portion of the existing gas 
storage inventory will be sold by the Aggregator to the Company at the current 
month’s Procurement Charge as set forth in the currently-effective Schedule 
No. GCP of this California Gas Tariff.  
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

M. CORE AGGREGATION TRANSPORTATION (CAT) PROGRAM (Continued) 

3. Credit & Collection Rights and Obligations 

Customers that aggregate core loads will be financially liable for Company 
intrastate transportation charges, interstate demand charges or surcharges, 
and other costs allocated to customers by the Commission. The Aggregator 
will be financially liable for charges related to managing its procurement 
portfolio on behalf of the customers it serves. 

a. Establishment of Credit 

(i) Application for Service — The Aggregator shall be required to 
complete a Credit Application (Form 882.0) that includes any 
financial information needed to establish credit upon initial 
application for service on an annual basis or whenever the 
Aggregator’s MDQ increases by 25,000 therms per day or more. A 
non-refundable credit application processing fee of $500 may be 
charged to offset the cost of determining the Aggregator’s 
creditworthiness. The Company will establish the Aggregator’s 
credit limit based on the creditworthiness evaluation and the 
Aggregator’s MDQ. 

The Company shall have the right to request additional financial 
information on a periodic basis during the Aggregator’s participation 
in the CAT program. In the event the Company determines that a 
financial change has or could adversely affect the creditworthiness of 
the Aggregator or if the requested financial information is not 
provided, the Company may terminate the Aggregator’s participation. 

(ii) Security Deposit — Aggregators may submit a security deposit in 
lieu of the creditworthiness evaluation to qualify for participation 
and/or to increase their MDQ. The amount of the deposit may be in 
the form of cash, letter of credit, surety bond, guarantee, or other 
form of security acceptable to the Company. 

Required deposits are due and payable upon demand prior to 
participation in the CAT program or the effective date of the change 
in the Aggregator’s MDQ, and applicable. Participation will be 
subject to termination if deposits are not paid within 15 calendar 
days after demand. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

M. CORE AGGREGATION TRANSPORTATION (CAT) PROGRAM (Continued) 

3. Credit & Collection Rights and Obligations (Continued) 

b. Calculation of Creditworthiness Requirements (CWR) 

The calculation of the amount of the deposit and the credit limit will take 
into account the Aggregator’s MDQ and the nature of services for which 
the Aggregator bills its customers. This CWR shall be calculated as 
follows: 

(i) Aggregator Bills Customers For Gas Only: 

CWR1 = 120 days x MDQ x 150% Annual Average Procurement 
Charge 

(ii) Aggregator Bills All Customers For Gas and Transportation Charges: 

CWR2 = CWR1 + (75 days x MDQ x Average Transportation Rate) 

c. Other Options 

An Aggregator may select the following options to reduce its CWRs: 

(i) Guaranteed Deliveries — The Aggregator may guarantee weekly 
delivery of gas equal to a percentage of projected usage acceptable 
to the Company and the Aggregator. By satisfying the guaranteed 
delivery percentage, an Aggregator can reduce its CWR by the 
percentage of guaranteed deliveries. 

(ii) Storage Collateral — For the Company’s Southern California 
service area, an Aggregator may reduce its CWR by maintaining a 
prescribed quantity of gas in storage in addition to gas stored to 
meet its core reliability requirements. The prescribed quantity 
specified by the Aggregator and the Company will reduce the 
number of days used in the calculation of the CWR by the 
prescribed quantity divided by the Aggregator’s MDQ. 

A.19-02-002 ALJ/AA6/ilz

                           81 / 206



 1st Revised 268 
 Original 268 
   T 

 
 

 

 

T /L 

L 

 

T  
 
 
 
 
 
 
 
 

T 

 

 
 
 
 
 
 

 
 
 
 
 
 

 
 

L 

 

  February 1, 2019 
   
 x x 

RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

M. CORE AGGREGATION TRANSPORTATION (CAT) PROGRAM (Continued) 

3. Credit & Collection Rights and Obligations (Continued) 

c. Other Options (Continued) 

(iii) Accelerated Payments / Immediate Payment For Services 
Rendered — If the Aggregator bills its customers for Company 
transportation charges, then the Aggregator may reduce its 
CWR by paying the Company for transportation service on a 
weekly basis. The weekly payments will be estimated based on 
the average retail core transportation charge in effect and the 
historical monthly usage of the Aggregator’s customers. Weekly 
payments reduce the number of days used in calculating the 
transportation component of the Aggregator’s CWR from 
75 days to 22 days. 

d. Billing and Payment Terms 

The Company may allow or require the Aggregator to bill end-use 
customers for the Company’s transportation charges and the 
Aggregator may allow the Company to bill end-use customers for the 
Aggregator’s commodity charges, if available. All customers in a given 
Group, however, must elect the same billing option for all applicable 
charges. 

Upon request, core aggregation customers shall be permitted to review 
only those billings that the Company has presented to the customer’s 
Aggregator in conjunction with service to the customer’s account. The 
Company shall forward a copy of all transactions between the 
Company and the customer’s Aggregator to customers requesting 
such information about their account. 

When the customer is billed directly by the Company for charges, the 
Company will forward customer usage to the Aggregator on a timely 
basis. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

M. CORE AGGREGATION TRANSPORTATION (CAT) PROGRAM (Continued) 

3. Credit & Collection Rights and Obligations (Continued) 

d. Billing and Payment Terms (Continued) 

(i) Weekly Billing — For an Aggregator who bills end-use 
customers for Company transportation charges, to eliminate the 
cash lag in the current month-end billing of Company 
transportation charges and reduce the Aggregator’s CWRs, 
weekly summary billing of customer accounts may be 
implemented, if available. Interstate transportation charges and 
imbalance billing and notification will occur monthly. 

(ii) Payment Terms — Bills are due and payable on presentation. All 
payments will be done by wire transfer unless otherwise agreed 
to by the Company. 

Bills will be considered delinquent if not paid within 15 days of the 
mailing date. Delinquency notices will be mailed to the 
Aggregator and may be mailed to each of the Aggregator’s 
customers. If the bill is not paid within seven days of the issuance 
of the delinquency notice, the Aggregator’s participation will be 
subject to termination by the Company, the individual Group 
customers will be billed for a pro rata share of outstanding 
charges and normal collection procedures will be followed in 
accordance with the Company’s applicable rules. 

 (iii) Late Payment — If the bill is not paid within seven days of the 
issuance of the delinquency notice, then: 

(a) A seven day notice may be mailed to the Aggregator and 
its customers may be advised of such notice. If the 
charges in the notice remain unpaid, participation in the 
program is subject to termination. The Aggregator and 
individual aggregating customers remain responsible for 
all charges incurred under the CAT program, even if such 
charges are incurred after the termination becomes 
effective. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

M. CORE AGGREGATION TRANSPORTATION (CAT) PROGRAM (Continued) 

3. Credit & Collection Rights and Obligations (Continued) 

d. Billing and Payment Terms (Continued) 

(iii) Late Payment (Continued) 

(b) The outstanding balance will be subject to late payment 
fees and collection procedures in accordance with the 
Company’s applicable Rules in this California Gas Tariff. 

(c) For the Company’s Southern California service area, an 
Aggregator will not be able to increase its MDQ, add new 
customers, or trade, sell or withdraw any gas in storage 
until late payment is cured. 

If an Aggregator pays late three or more times by seven days or 
less, or pays late once by more than seven days in any 
contiguous 12 month period, then, in addition to the above, the 
Aggregator will lose its “good payment” status defined below 
and the Company may request an additional security deposit or 
escrow agreement. 

(iv) Good Payment History — In order to establish a good payment 
history, the Aggregator must pay each bill in full within 15 days 
after transmittal. An Aggregator’s CWRs will be reduced by  
two percent, retroactive to the date program participation was 
established, for every 12 months of good payment history. 

If at any time there has been a detrimental change in the 
financial condition of the Aggregator or good payment history is 
lost, the Company, at its sole discretion, may reestablish the 
Aggregator’s CWRs. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

M. CORE AGGREGATION TRANSPORTATION (CAT) PROGRAM (Continued) 
3. Credit & Collection Rights and Obligations (Continued) 

d. Billing and Payment Terms (Continued) 
(v) Termination of Service (Aggregator) — Service may be 

terminated if payment is not received within seven days of the 
issuance of a delinquency notice, the Company receives any 
notification that the Aggregator has filed or will be filing any type 
of bankruptcy or is closing its business. 
Upon termination of an Aggregator’s participation, the following 
shall apply: 
(a) The Company will send notices of termination to the 

Aggregator, each of the Aggregator’s customers, and to 
the Commission. 

(b) The Company will establish an escrow agreement 
account for collections of outstanding customer 
payments. 

(c) Any gas that has been delivered into the Company’s 
system on behalf of the Aggregator, including gas in 
storage, will be used to offset any immediate imbalances. 

(d) The Aggregator will lose its right to an eight percent 
tolerance for monthly transportation imbalances and will 
be required to trade toward a zero imbalance. 

(e) All fees, charges and other obligations of the Aggregator 
to the Company shall be immediately due and payable 
and shall be subject to the Company’s approved late 
payment charges. 

At the time of termination, the Company shall apply any deposit 
held on the Aggregator’s behalf to recoup unpaid bills. If the 
deposit does not adequately cover the charges owed by the 
Aggregator, the customers represented by the Aggregator will 
be liable for any applicable outstanding charges excluding 
procurement management charges. The Aggregator shall also 
be liable for all costs, expenses and attorney’s fees incurred by 
the Company as a result of the Aggregator’s termination or 
default. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

M. CORE AGGREGATION TRANSPORTATION (CAT) PROGRAM (Continued) 

3. Credit & Collection Rights and Obligations (Continued) 

d. Billing and Payment Terms (Continued) 

(vi) Billing Disputes — If a Core Aggregation customer or the 
Aggregator disputes a bill from the Company, the disputed 
amount will be deposited with the Commission pending 
resolution of the dispute under the existing Commission 
procedures. If a Core Aggregation customer disputes a bill from 
their Aggregator, the customer will remain obligated to pay 
Company charges in a timely manner; the Aggregator shall not 
withhold payment of any such Company charges pending 
resolution of any such disputes.  

A customer of an Aggregator shall have a reasonable 
opportunity to have the customer’s meter tested to ensure the 
reasonable accuracy of the meter. In accordance with Public 
Utilities Code Section 985(f), in the event of a billing dispute, a 
customer may ask the Company to test the customer’s meter to 
ensure reasonable accuracy of the meter. The cost of this meter 
test shall be in accordance with Rule No. 17 of this California 
Gas Tariff. 
No termination of service will occur for a dispute while the 
Commission is hearing the matter. 

4. Consumer Complaints Regarding Aggregators 

In accordance with D.14-08-043, D.18-02-002, and Public Utilities 
Code Section 983, the Commission shall accept, compile and attempt 
to informally resolve consumer complaints regarding Aggregators: 
http://consumers.cpuc.ca.gov/californiacares/.    

5. Termination of Service (Customer) 

a. The Utility Authorization for Core Aggregation Transportation Service 
(Form 881.0) executed by each customer shall remain in effect unless 
any of the following occurs: 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

M. CORE AGGREGATION TRANSPORTATION (CAT) PROGRAM (Continued) 

5. Termination of Service (Customer) (Continued) 

a. (i) After the initial 12 month period of service, the  customer  or  the 
Aggregator provides a 30 day prior written request to the 
Company to cancel CAT service to the customer; 

(ii) The customer or the Aggregator ceases operation; 
(iii) The customer terminates all service from the Company at the 

meter location; 
(iv) The Aggregator provides a 30 day prior written notice to the 

Company and the customer that CAT service to the customer is 
being terminated by the Aggregator due to the customer’s failure 
to pay for services rendered to the customer by the Aggregator; 

(v) The Company terminates service to the Aggregator for failure to 
pay for services rendered to the Aggregator by the Company by 
notifying the Aggregator and all customers served by the 
Aggregator;  

(vi) Any party files for, or is forced into bankruptcy proceedings;  

(vii) There is a regulatory or other legislative change which impacts 
an Aggregator’s right or ability to provide service hereunder; or 

(viii) The Aggregator’s registration is suspended or revoked by the 
Commission in accordance with Public Utilities Code Section 
983.5(b). 

b. If a customer is delinquent in paying charges due to the Company for 
CAT service or other Company charges, the customer is subject to 
termination of service pursuant to Rule No. 11 of this California Gas 
Tariff. 

c. If the Utility Authorization for Core Aggregation Transportation Service 
(Form 881.0) is terminated and the customer continues to receive 
service from the Company at the same meter location, the customer 
will be billed by the Company at the otherwise applicable sales rate, 
including all surcharges, beginning with the next regular billing cycle, 
unless otherwise agreed to by the Company. 
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

M. CORE AGGREGATION TRANSPORTATION (CAT) PROGRAM (Continued) 

5. Termination of Service (Customer) (Continued) 

d. After termination of CAT service, the customer must take service under 
the otherwise applicable sales rate for a minimum of 12 months, unless 
the customer executes a new Utility Authorization for Core Aggregation 
Transportation Service (Form 881.0) with a new Aggregator within 90 
days of terminating CAT service. 

e. If the customer changes Aggregators and continues to take CAT 
service, the obligation for payment of the Balancing Account 
Adjustment specified in Schedule No. GN-T of this California Gas Tariff 
shall be based on the original date of commencement of CAT service 
by the customer. 

f. If the total annual load of a group of customers served by an 
Aggregator falls below the minimum 250,000 therms per year 
requirement to qualify for CAT service, the Aggregator shall have 30 
days to secure additional customers and to submit to the Company a 
Utility Authorization for Core Aggregation Transportation Service (Form 
881.0) from each additional customer sufficient to continue to qualify 
for CAT service. 

g. Consistent with Public Utilities Code Section 985(c), Aggregators and 
the Company may charge for a change in service provider in the event 
of early termination of service, provided any fee or penalty charged by 
the supplier associated with the early termination of service, shall be 
disclosed in the contract of the Aggregator or in the applicable tariff of 
the Company. 

h. Parties remain responsible for any charges associated with CAT 
service provided prior to cancellation of the Utility Authorization, even if 
charges are billed after cancellation of the Utility Authorization. 

i. Only the Company shall have the authority to physically disconnect or 
reconnect a customer from the Company’s distribution system. 
Physical disconnection by the Company subject to the Commission’s 
jurisdiction shall occur only in accordance with protocols established by 
the Commission. In accordance with Public Utilities Code Section 
779.2(a), the Company may not disconnect gas service to the 
Aggregator’s customer for the customer’s nonpayment of any amount 
owed by the customer to the Aggregator.  
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RULE NO. 21 

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS 
(Continued) 

N. OTHER PROCEDURES 

The Company reserves the right to impose, at any time, any reasonable operating 
conditions upon the transportation of the customer’s gas which the Company, in its 
sole good faith judgment, deems necessary to maintain the safe and efficient 
operation of its distribution system, or to make the operating terms and conditions of 
service hereunder compatible with those of the supplier. Additionally, the customer 
and the Company shall comply with any operational conditions or constraints 
imposed by the upstream pipeline service provider. 

O. RULES AND REGULATIONS 

Except as qualified in this rule, all other Rules and Regulations of the Company’s 
California Gas Tariff are applicable to Schedule Nos. GN-T, GS-70/GN-70/SLT-70, 
GS-VIC, and GS-LUZ and are hereby made a part hereof.   
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SUMMARY OF QUALIFICATIONS 
JOHN R. OLENICK 

- 1 - 

I hold a Bachelor of Science degree in Chemistry from the University of Nevada Las 

Vegas and a Juris Doctorate degree from the Williams S. Boyd School of Law, University of 

Nevada Las Vegas.  I am licensed to practice law in the State of Nevada, the United State 

District Court for the District of Nevada, and the United States Court of Appeals for the Ninth 

Circuit. 

I first worked for Southwest Gas Corporation between February 1988 and June 1993.  

During that period I held the positions of Gas Dispatch Technician, Regulatory Analyst, and 

Gas Control Technician.  My primary responsibilities during this period included the control 

and monitoring of the Southern Nevada natural gas distribution and transmission systems; 

analyzing gas supply and transportation contracts using linear optimization models, 

summarizing results, and recommending least cost alternatives; and, the daily and monthly 

administration of tariffs related to the transportation of customer secured gas supplies. 

In June 1993 I began work at Nevada Power Company where I held the positions of 

Fuels Analyst and Manger Gas & Oil Procurement.  My primary responsibilities included the 

daily purchasing and scheduling of Nevada Power Company's natural gas fuel requirements, 

soliciting, negotiating, and contracting for gas supply and transportation resources for Nevada 

Power Company's natural gas and oil related fuel requirements; and, the administration of 

gas and oil supply and transportation contracts. 

After leaving Nevada Power in November 1999, I entered law school.  Starting in 

January 2002, I was employed by Ryan Marks Johnson & Todd, first as a law clerk where my 

responsibilities included drafting motions, oppositions, discovery requests and answers, 

researching legal issues, and drafting memorandum summarizing research and 

recommendations.  After graduation and passing the Nevada Bar exam, I was promoted to 
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SUMMARY OF QUALIFICATIONS 
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Associate Attorney and my responsibilities included defending residential construction  

subcontractors in lawsuits involving construction defect claims. 

In January 2005, I started at Morris Pickering & Peterson where I defended business 

entities in litigation concerning real estate escrow transactions, multifamily residential 

financing agreements, personal injury claims, products liability, and contract disputes. 

In May 2007 I returned to work at Southwest Gas Corporation where I previously held 

the positions of Manager/Gas Purchases & Transportation and Senior Manager/Gas 

Purchases & Transportation.  In February 2014, I was promoted to Director/Gas Supply.  My 

responsibilities include soliciting, negotiating, and contracting for the gas supply and 

transportation resources required to meet the needs of the Southwest Gas Corporation’s core 

customers.  I am also responsible for nominations and confirmations of gas supplies on 

upstream interstate pipelines and the confirmation of all gas supplies at the delivery points 

into Southwest Gas Corporation’s distribution system and the scheduling of those supplies to 

the Company’s customers. Finally, I have responsibility for the support of the Gas Transaction 

System that Southwest Gas Company uses to track gas purchases, transportation capacity, 

nominations, confirmations, scheduled quantities, and the settlement of gas procurement 

transactions. 
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Southwest Gas Corporation 
    Application 19-02-002 
 
 

BEFORE THE CALIFORNIA PUBLIC UTILITIES COMMISSION 
 

Prepared Supplemental Direct Testimony 
of 

 John R. Olenick 
 
I.  INTRODUCTION 

Q. 1 Are you the same John R. Olenick who presented prepared direct 

testimony on behalf of Southwest Gas Corporation (Southwest Gas or 

Company) in this proceeding? 

A. 1 Yes. 

Q. 2 Are there any changes to your education or business experience 

summarized in your prepared direct testimony? 

A. 2 No. 

Q. 3 What is the purpose of your prepared supplemental direct testimony in this 

proceeding? 

A. 3 The purpose of my prepared supplemental direct testimony is to respond to two 

questions raised in the Assigned Commissioner’s Scoping Memo and Ruling 

dated April 19, 2019 in this proceeding.  

Q. 4 Please summarize your prepared supplemental direct testimony.  

A. 4 My prepared supplemental direct testimony addresses the following key issues:  

 Southwest Gas’ treatment and recovery of costs associated with an 

emergency and certain commodity, transportation and storage costs that are 

excluded from the Gas Cost Incentive Mechanism (GCIM) purchased gas 

costs and the GCIM benchmark under the Company’s proposal.  
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 Demonstrative bill impacts related to Southwest Gas’ proposed modifications 

to Rule No. 21 – Transportation of Customer-Secured Natural Gas (Rule No. 

21) regarding transportation customer balancing requirements and 

Operational Flow Orders (OFOs).  

II.  TREATMENT AND RECOVERY OF COSTS ASSOCIATED WITH AN EMERGENCY 

AND CERTAIN COMMODITY, TRANSPORTATION AND STORAGE COSTS 

Q. 5 Does the Company’s current tariff address the treatment of costs 

associated with an emergency in relation to the GCIM? 

A. 5 Yes.  The Company’s tariff Preliminary Statement 17 – Gas Cost Incentive 

Mechanism (Preliminary Statement 17) addresses costs associated with an 

emergency.  Specifically, Preliminary Statement 17E.2.e states: 

  In the event of an emergency (e.g. earthquake, pipeline failure, or 
other force majeure event), incremental costs and volumes 
associated with that event will be excluded from GCIM Purchased 
Gas Costs and the GCIM Benchmark for the purpose of calculating 
any shared savings or costs. These exclusions will be justified by 
the Company. 

 
Q. 6 Please explain what type of gas costs this provision is intended to 

address.  

A. 6 The Company considers incremental gas costs caused by an event out of the 

Company’s control to be those associated with an emergency, as noted in 

Preliminary Statement 17E.2.e.  For example, third-party damage to the 

Company’s system that results in a pipeline failure may necessitate the 

purchase of incremental gas supplies to purge and repack the affected portion 

of the Company’s system once repairs are completed.  It might also be 

necessary to serve the affected customers with compressed natural gas or some 

other form of temporary gas supply during the outage.  These incremental gas 
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costs associated with continuing to provide service to customers would be gas 

costs associated with that emergency.   

  Earthquakes and other natural disasters are another example of emergencies 

where the Company may incur costs that would be properly excluded under 

Preliminary Statement 17E.2.e due to the resulting damage to its facilities. Such 

major events might also have regional impacts on gas markets, resulting in 

increased gas prices and decreased gas supply availability. Both situations may 

cause incremental emergency gas costs.  

Q. 7 Please describe the Company’s proposed change to Preliminary 

Statement 17.E.2.e. 

A. 7 The Company proposes the following revision to Preliminary Statement 

17E.2.e.: 

  Existing: 

  In the event of an emergency (e.g. earthquake, pipeline failure, or 
other force majeure event), incremental costs and volumes 
associated with that event will be excluded from GCIM Purchased 
Gas Costs and the GCIM Benchmark for the purpose of calculating 
any shared savings or costs. These exclusions will be justified by 
the Company. 

   

  Proposed: 

  In the event of an emergency (e.g. earthquake, pipeline failure, or 
other force majeure event), incremental costs and volumes 
associated with that event will be excluded from GCIM Purchased 
Gas Costs and the GCIM Benchmark for the purpose of calculating 
any shared savings or costs. These exclusions will be justified by 
the Company in its annual GCIM report submitted pursuant to 
Section 17I of this Preliminary Statement. 

 
 This proposed revision simply clarifies the manner through which the Company 

will provide its justification for the exclusion of any incremental gas cost or 

quantities associated with an emergency from the GCIM and gives the 
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Commission1 the opportunity to review the exclusions as part of its review of the 

annual GCIM report.  If it is determined that the incremental gas cost was 

improperly excluded from the GCIM, the Company would add the incremental 

cost and volumes back into the GCIM and the calculations would be updated 

accordingly to determine if there are any shared savings or costs.   

Q. 8 Please explain the Company’s rationale for adding Section 17E.2.f to  

  Preliminary Statement 17. 

A. 8 The proposed Section 17E.2.f identifies another set of incremental gas costs that 

could be out of the Company’s control and could inappropriately skew the results 

of the GCIM.  These costs are the incremental commodity, transportation, and 

storage costs that the Company may incur in response to Southern California 

Gas Company’s (SoCalGas) OFOs or EFOs, reduced daily balancing windows, 

non-performance of firm contracted resources such as storage and pipeline 

capacity, and daily balancing or other curtailment procedures.  While Southwest 

Gas endeavors to avoid these types of incremental costs, recent conditions on 

SoCalGas’ system (i.e., Aliso Canyon availability and pipeline outages) and 

changes to SoCalGas’ tariff (i.e., the addition of daily balancing and new OFO 

and EFO procedures contained in SoCalGas’ Tariff Rule 30) may create market 

conditions that force the Company to incur unavoidable incremental gas costs.  

Although these conditions are different from the force majeure conditions 

covered by Preliminary Statement 17E.2.e, they are still largely out of the 

                                                 
1 Pursuant to Preliminary Statement 17I, “Within ninety (90) days of the conclusion of each annual GCIM 
period, the Company shall submit to the Commission’s Energy Division and [Public Advocates Office] a 
compliance filing containing the annual GCIM report. The report will describe the results of the annual 
GCIM period and provide all necessary data in support of the calculation of the GCIM period shared 
savings or costs.” The Public Advocates Office (Cal Advocates) reviews the Company’s Annual GCIM 
Report and presents its findings in its Monitoring and Evaluation Report. 
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Company’s control, and should therefore be excluded from the GCIM for 

purposes of calculating shared savings and costs, in the same manner that the 

costs identified in Preliminary Statement 17E.2.e are excluded.   

Q. 9 Why is it important to exclude the costs identified in Preliminary Statement 

17E.2.e and 17.E.2.f from the GCIM for purposes of calculating shared 

savings and costs? 

A. 9 The GCIM provides an objective benchmark to which the Company’s gas costs 

can be compared and calculates if there are shared savings or costs and how 

those costs are split between the Company’s customers and shareholders.  

During the events described in both Preliminary Statement 17E.2.e and 

17.E.2.f., Southwest Gas may incur incremental gas costs that, if included in the 

GCIM, could result in an inaccurate measurement of the Company’s gas 

procurement performance.  When the cause of the incremental gas costs is out 

of the Company’s control, the incremental cost of the gas supply and the 

associated quantities of those purchases should not be considered for purposes 

of calculating any shared savings or costs.  If these costs were not excluded, 

the GCIM calculations could produce shared costs and unfairly penalize the 

Company’s shareholders for events that were out of the Company’s control.  

Excluding those costs from the GCIM insures that the GCIM continues to provide 

an objective measurement of the Company’s gas procurement performance.   

… 

… 

… 

… 
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Q. 10 Does the proposed Preliminary Statement 17E.2.f. identify the manner 

through which the Company will provide its justification of those 

incremental gas costs? 

A. 10 Yes.  Preliminary Statement 17E.2.f. contains the same language the Company 

proposes adding to Preliminary Statement 17E.2.e – which requires the 

Company to provide justification for any excluded costs in the annual GCIM 

report. 

Q. 11 Does excluding the incremental gas costs from the GCIM per either 

Preliminary Statement 17E.2.e. or 17E.2.f. change the accounting 

treatment and recovery of those gas costs? 

A. 11 No.  It is important to note that the GCIM is not a cost recovery mechanism.  All 

gas costs, regardless of whether they are excluded from the GCIM, are 

accounted for and recovered through the Company’s Purchased Gas Cost 

Balancing Account (PGA), as outlined in tariff Preliminary Statement 7 – 

Purchased Gas Cost Balancing Account (Preliminary Statement 7).  The 

Company would identify any excluded gas costs and separately account for 

them in the PGA as an expense.   

III.  DEMONSTRATIVE BILL IMPACTS FOR CUSTOMERS SUBJECT TO THE 

PROPOSED RULE NO. 21 REVISIONS 

Q. 12 What customer classes are potentially affected by the proposed revisions 

to Rule No. 21? 

A. 12 Rule No. 21 only applies when the Company transports customer-secured gas 

through its system for a customer.  Therefore, only those customers that receive 

service under the following tariff rate schedules would be subject to the proposed 

Rule No. 21 revisions:  

A.19-02-002 ALJ/AA6/ilz

                         161 / 206



 

 -7- 

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

 GS-70/GN-70/SLT-70 – Noncore General Gas Transportation Service  
 GS-VIC – City of Victorville Natural Gas Service 
 GS-LUZ – LUZ Solar Partners Ltd. Natural Gas Service 
 GN-T – Core Transportation Service for Customer-Secured Natural Gas.2  

   
Q. 13 Has the Company prepared demonstrative bill impacts for those customer 

classes potentially affected by the proposed changes to Rule No. 21? 

A. 13 Yes, with two exceptions discussed more fully below.  Exhibit Nos.__(JRO-1) 

through (JRO-5) contain the demonstrative bill impacts for the rates schedules 

or customer classes noted above that are subject to the proposed revisions to 

Rule No. 21.   

  Exhibit No.__(JRO-1) shows the demonstrative bill impact for a Schedule No. 

GN-T customer that does not have telemetry equipment installed on its meters.  

Exhibit No.__(JRO-2) shows the demonstrative bill impact for a different 

Schedule No. GN-T customer that has telemetry equipment installed on its 

meters. 

  Since most of the Company’s transportation customers receive service per 

Schedule No. GS-70, Exhibit No.__(JRO-3) and Exhibit No.__(JRO-4) shows 

the demonstrative bill impact for two different Schedule No. GS-70 customers. 

  Finally, Exhibit No.__(JRO-5) shows the demonstrative bill impact for a Schedule 

No. GN-70 customer.   

Other than the GN-T customer that does not have telemetry equipment installed 

(Exhibit No.__(JRO-1)), customers served by the rate schedules that Southwest 

Gas seeks to exempt from its proposed Rule No. 21 revisions (discussed below) 

and customers that receive service under the Company’s other rate schedules, 

                                                 
2 See current Rule No. 21 Section A.1. 
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will not be affected by the proposed changes to Rule No. 21; therefore, the 

Company did not prepare demonstrative bill impacts for those classes.  

Q. 14 What do Exhibit Nos.__(JRO-1) through (JRO-5) show? 

A. 14 Each exhibit relates to a specific unnamed customer.  The daily nomination, 

scheduling, and usage information is historical information for the specific 

unnamed customer for the month listed on the exhibit.  The first page of each 

exhibit shows daily nomination, scheduling, and usage information and the 

calculation of any Monthly Excess Imbalance Charges under the current tariff 

provisions (i.e., no Daily Excess Imbalance Charges and no Noncompliance 

Charges).   

  The second page of each exhibit shows the same daily nomination, scheduling, 

and usage information with the application of the proposed tariff revisions and 

includes a calculation of the Monthly Excess Imbalance Charges, Daily Excess 

Imbalance Charges, and Noncompliance Charges.  However, the second page 

does not include any OFOs, so there are no Noncompliance Charges associated 

with the calculations on the second page.     

  The third page of each exhibit is identical to the second page with the exception 

of including a Stage 1 OFO on the 15th day of the month and another Stage 1 

OFO on the 17th day of the month.  Therefore, the third page shows the 

additional potential impact of a Stage 1 OFO and the associated Noncompliance 

charges.  

Q. 15 Are there any rate schedules that the Company cannot provide 

demonstrative bill impacts for? 

A. 15 Yes, Schedule No. GS-VIC.  Only one customer receives service under 

Schedule No. GS-VIC.  That one customer has not nominated, scheduled, or 
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used any gas since 2009 under Schedule No. GS-VIC.  As such, the Company 

has not provided a demonstrative bill impact for a Schedule No. GS-VIC 

customer given there is no recent historical usage.  The Company is not aware 

if or when the customer will begin receiving service per Schedule No. GS-VIC.   

  In addition, the Company did not provide demonstrative bill impacts for Schedule 

No. SLT-70 because it does not currently have any customers that take service 

under that schedule.   

Q. 16 Did the Company need to make assumptions to complete the 

demonstrative bill impacts? 

A. 16 Yes.  To identify the demonstrative impact of the proposed tariff revisions, the 

Company assumed the quantities nominated, the quantities scheduled, and the 

quantities available to burn would be the same both with and without the 

proposed Rule No. 21 revisions (i.e., daily balancing and OFO).  This 

assumption also required the Company to assume that transportation customers 

will not change their daily gas purchasing and scheduling practices if the 

revisions to Rule No. 21 are approved and implemented, which is likely not a 

realistic assumption for reasons more fully explained below.  Similarly, the 

demonstrative bill impacts do not reflect the customers’ ability, under existing 

tariff provisions, to trade monthly excess imbalance quantities to avoid Monthly 

Excess Imbalance Charges,3 nor the Company’s ability to increase the Daily 

Imbalance Tolerance upon customer request if the customer experiences 

operational difficulties. The Company will grant such requests when it has the 

operational flexibility to do so.  

                                                 
3 See current Rule No. 21 Section D.  
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Q. 17 Does the Company believe that these demonstrative bill impacts reflect 

what customers will actually be charged if the proposed changes to Rule 

No. 21 are approved and implemented? 

A. 17 No.  As discussed above, the demonstrative bill impacts assume that customer 

behavior will not change after the Rule No. 21 changes are approved and 

implemented, and that customers will not utilize the other tariff provisions that 

are available to help mitigate Daily and Monthly Imbalance Charges.  

Accordingly, the demonstrative bill impacts likely do not provide a realistic 

picture of transportation customers’ potential bills but rather, more of a worst-

case scenario.  The Company believes that if a transportation customer is faced 

with either receiving Daily Excess Imbalance Charges and Noncompliance 

Charges or alternatively changing its daily gas purchasing and scheduling 

practices to avoid these charges, most if not all transportation customers would 

choose the latter.    

Q. 18 Does Southwest Gas have experience with tariff provisions similar to its 

proposed revisions to Rule No. 21 in its other operating jurisdictions? 

A. 18 Yes.  Southwest Gas’ respective tariffs in both Nevada and Arizona already 

include provisions for daily balancing, the imposition of Daily Excess Imbalance 

Charges, and either the pass-through of upstream pipeline charges and 

penalties or the imposition of Noncompliance Charges.  Based on the 

Company’s experience with Nevada and Arizona transportation customers, the 

Company believes that most of these customers will modify their behavior and 

change their daily gas purchasing and scheduling practices to avoid any of the 

charges associated with exceeding Daily Imbalance Tolerances.  The Company 
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therefore has a reasonable basis to believe its California transportation 

customers will do the same.     

Q. 19 Are there any rate schedules that the Company proposes exempting from 

the Daily Balancing requirements of Rule No. 21? 

A. 19  Yes. Customers that receive transportation service under Schedule No. GS-

LUZ do not nominate or schedule gas on the Company’s system.  The 

Company’s distribution system that serves customers under Schedule No. GS-

LUZ does not interconnect with the other portions of the Company’s distribution 

system in southern California.  Instead, the Company’s distribution system 

directly connects to Pacific Gas and Electric Company’s (PG&E) system at the 

interconnection point where the Company receives the customers’ gas, then 

transports that gas through its distribution system for the customers’ use.  

Accordingly, customers served on the GS-LUZ schedule are subject PG&E’s 

daily balancing and OFO requirements in PG&E’s tariff and should not be 

subject to the proposed daily balancing or OFO provisions proposed by 

Southwest Gas in this application.  

  In addition, some customers receiving transportation service under Schedule 

No. GN-T do not have telemetry equipment installed on their meters and the 

Company only reads those meters once a month.  Consequently, there is no 

daily usage information available for those customers.  Since there is no daily 

usage information available, the Company cannot accurately determine if those 

customers are within the daily tolerance.  Therefore, the proposed daily 

balancing and OFO provisions should not apply to these GN-T customers. 
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Q. 20 Does Southwest Gas recommend any additional tariff revisions to clarify 

the exceptions to the proposed daily balancing and OFO provisions? 

A. 20  Yes.  The following new sections should be added to Rule No. 21:  

   Section C.6.c.(v) pertaining to Schedule No. GN-T customers without 

telemetered meters 

  (v)  Customers receiving service per Schedule No. GN-T that do 
not have meters monitored by telemetry equipment will not be 
assessed Daily Excess Imbalance Charges or Noncompliance 
Charges.   

 
  Section C.6.c.(vi) pertaining to customers served under Schedule No. GS-LUZ 

  (vi)  Customers receiving service under Schedule No. GS-LUZ will 
not be assessed Daily Excess Imbalance Charges or 
Noncompliance Charges. 

  

 Exhibit No. JRO-6 contains clean and redlined tariff revisions reflecting 

this proposal. 

Q. 21 Does this conclude your prepared supplemental direct testimony? 

A. 21 Yes.   
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February 1, 2019

RULE NO. 21

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS
(Continued)

C. QUANTITIES OF GAS (Continued)

6. c. Operational Flow Order (OFO) (continued)

(iv) For customers having meters monitored by telemetry equipment, the 
Company will not assess Noncompliance Charges during an OFO 
event based on estimated daily usage.

(v) Customers receiving service per Schedule No. GN-T that do not have 
meters monitored by telemetry equipment will not be assessed Daily 
Excess Imbalance Charges or Noncompliance Charges.

(vi) Customers receiving service under Schedule No. GS-LUZ will not be 
assessed Daily Excess Imbalance Charges or Noncompliance 
Charges.

D. TRADING MONTHLY IMBALANCE QUANTITIES

The customer may elect to offset Monthly Imbalance by identifying and reaching an 
agreement with one or more transportation customers in the Company’s Southern 
California, Northern California, or South Lake Tahoe service areas, as applicable, that 
have an established Monthly Imbalance in an opposite direction. Customers may not 
trade Monthly Imbalances between the Company’s Southern California and Northern 
California/South Lake Tahoe service areas. Customers in the Company’s Southern 
California service area may also identify and reach agreement with transportation 
customers served directly by Southern California Gas Company, subject to 
authorization by the Company. Core customers, including customers aggregating core 
loads, may also offset Monthly Imbalances with available storage account quantities 
held by that customer or group of customers for the Company’s Southern California 
service area, if sufficient. Customers that agree to trade Monthly Imbalances will be 
subject to the following conditions:
1. Customers will be entitled to trade their entire Monthly Imbalance for a

given month. 
2. Trading of Monthly Imbalance quantities by customers may begin at 7:00

a.m. Pacific Clock Time on the 25th calendar day in the month of notification
and must be completed by 3:00 p.m. Pacific Clock Time of the 30th day of
the month in which the customer’s imbalance statement is rendered. During
the month of February, the trading period begins at 7:00 a.m. Pacific Clock
Time on the 23rd calendar day of the month and ends at 3:00 p.m. Pacific
Clock Time on the 28th calendar day of the month. If the end of the
trading period falls on a weekend or holiday, the prior business day shall be
the last day for trading to occur. 
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RULE NO. 21

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS
(Continued)

C. QUANTITIES OF GAS (Continued)

6. Customers must endeavor to schedule supplies at the Company’s receipt 
points that match the customer’s daily demands. Balancing of thermally 
equivalent volumes quantities of gas received and delivered shall be achieved 
as nearly as feasible on a daily basis, taking into account, considering the 
customer’s right, subject to the Company’s approval, to vary receipts and 
deliveries within specified limits. Deliveries Customer’s deliveries or metered 
quantities shall be those volumes quantities which have passed the point(s) of 
delivery as determined by the Company’s meter. 

a. Imbalances

The Daily Imbalance is defined as the difference between the customer’s 
daily transportation quantities scheduled for burn and the customer’s daily 
metered quantity, including the effect of any adjustment for cycle billing.  Any 
Daily Imbalance (plus or minus) carried forward shall be considered first 
through the meter during the next daily period.  Daily Imbalances established 
in excess of the applicable Daily Tolerance Band, including days when the 
Company has issued an Operational Flow Order, will be subject to the 
Noncompliance Charge(s) specified in Section C.6.c.iii and Excess Imbalance 
charges specified in Section E. of this Rule.

The Monthly Imbalance is defined as the difference between the customer’s 
monthly transportation quantities scheduled for burn and the customer’s 
monthly metered quantity, adjusted for any previous Monthly Imbalances, and 
including any adjustment for cycle billing.  Monthly Imbalances established in 
excess of the applicable Monthly Operating Window will be subject to the 
Excess Imbalance charges specified in Section E. of this Rule.

The Cumulative Monthly Imbalance is the customer’s Monthly Imbalance that 
remains after the Monthly Imbalance Trading Period, pursuant to Section D. 
of this Rule, is complete. Except for core customers aggregating load, any 
Cumulative Monthly Imbalance shall be carried forward to the next calendar 
month and shall be considered first through the meter during the next 
calendar month. Cumulative imbalances Monthly Imbalances for core 
customers aggregating load shall be carried forward to the second following 
calendar month and shall be considered first through the meter during the 
second following calendar month.

7. Pursuant to Section D. of this Rule, Tthe customer may elect to offset any 
imbalance Monthly Imbalance against: (1) imbalances Monthly Imbalances

L 
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created by other customers of the Company; (2) in the case of core 
customers, the customer’s or core aggregator’s available storage account 
capacity or inventory for the Company’s Southern California service area, if 
sufficient; or (3) imbalances Monthly Imbalances created by customers 
served directly by Southern California Gas Company for customers in the 
Company’s Southern California service area. Such offsets must be 
accomplished prior to the end of the authorized trading period for a month. All 
trading of imbalances shall be conducted in accordance with Sections D and 
E of this ruleRule.

Customers may not use Monthly Imbalance Trading to offset Daily 
Imbalances of Daily Noncompliance Charges(s).

b. Daily Balancing

Customers are provided a Daily Tolerance Band under which the customer’s 
Daily Imbalance may not be greater or less than plus or minus 25 (Daily 
Tolerance Band Percentage) of the customer’s daily transportation quantities 
scheduled for burn.  The Daily Tolerance Band and Daily Tolerance Band 
Percentage of plus or minus twenty-five-percent is subject to the Company’s 
adjustment downward pursuant to Section C.6.c herein.

c. Operational Flow Order (OFO)

The purpose of an OFO is to protect system integrity, manage upstream 
resources, or ensure that Company operational conditions comply with 
upstream pipeline operational requirements.  The following conditions apply to 
the Company’s issuance of OFOs.

(i) The Company will issue and implement an OFO with as much notice 
as possible before 9:00 a.m. PCT on the day prior to the day of gas 
flow; however, the Company reserves the right to issue or modify an 
OFO at any time.  The Company will provide notice to customers of an 
OFO event, or changes during an OFO event electronically or by other 
means mutually acceptable to the Company and the Customer. The 
notice will contain, at a minimum: (1) the starting time of the OFO, (2) 
the OFO Stage and Daily Tolerance Band Percentage from Section 
C.6.c.iii. of this Rule, (3) the OFO duration, (4) the extent of the OFO 
(system wide, local, or customer specific), (5) the reason(s) for the 
OFO and (6) if not readily available through other Company sources, 
the prior day's Btu conversion factor. The Company reserves the right 
to issue an OFO for multiple consecutive days under one notice based 
on the prevailing conditions on its system or the conditions present on 
upstream pipelines.  The Company reviews those conditions daily and, 
using its sole discretion, may cancel the multiple consecutive day OFO 
when system conditions allow.
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(ii) If an OFO is issued or modified after the start of a gas day contained in 
the OFO, the Company will make a good faith effort to notify customers 
at least one hour prior to an Intraday Nomination deadline as set forth 
in Section C.2. of this Rule.  When an OFO is issued or modified after 
the start of a gas day contained in the OFO, the Company will prorate 
the Daily Tolerance Band based on the number of hours each Daily 
Tolerance Band was effective during the day.

(iii) While an OFO is in effect, the customer’s Daily Imbalance may not be 
greater or less than plus or minus the Daily Tolerance Band 
Percentage specified in the OFO notice multiplied by the customer’s 
daily transportation quantities scheduled for burn (or as prorated per 
Section C.5.c.ii of this Rule), otherwise the customers will be subject to 
the applicable Noncompliance Charge.  The possible Daily Tolerance 
Band Percentages and Noncompliance Charge by OFO Stage are:

OFO Stage Daily Tolerance
Band %

Noncompliance
Charge

No OFO +/- 25% $0.00/therm
1 +/- 10% $0.50/therm
2 +/- 5% $2.50/therm
3 +/- 0% $5.00/therm

Prior to the issuance of an OFO, the Company may issue, but is not required 
to issue, a “Hold Burn to Schedule Quantities” notice requesting customers to 
match their daily metered quantities and scheduled quantities.  An OFO event 
may begin with a Stage 1 notice; however, an OFO event, and associated 
Noncompliance Charge(s), may begin at any Stage the Company deems 
necessary.  After the Company notices an OFO event, it may subsequently 
evaluate the Stage of the OFO and modify the OFO Stage and provide notice 
to customers of the change.  Further the Company may subject a specific 
customer or specific group of customers to an elevated OFO Stage if those 
customer(s) do not comply with prior requests to balance daily scheduled 
quantities with daily metered quantities. The Company will only subject a 
specific customer or specific group of customers to an elevated OFO Stage 
for the period those customer(s) do not balance daily scheduled quantities 
with daily metered quantities.

(iv) For customers having meters monitored by telemetry equipment, the 
Company will not assess Noncompliance Charges during an OFO 
event based on estimated daily usage.
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(v) Customers receiving service per Schedule No. GN-T that do not have 
meters monitored by telemetry equipment will not be assessed Daily 
Excess Imbalance Charges or Noncompliance Charges.

(vi) Customers receiving service under Schedule No. GS-LUZ will not be 
assessed Daily Excess Imbalance Charges or Noncompliance 
Charges.

D. TRADING OF MONTHLY IMBALANCE QUANTITIES

The customer may elect to offset an imbalance Monthly Imbalance by identifying and 
reaching an agreement with one or more transportation customers in the Company’s 
Southern California, Northern California, or South Lake Tahoe service areas, as 
applicable, that have an established imbalances Monthly Imbalance in an opposite 
direction. Customers may not trade imbalances Monthly Imbalances between the 
Company’s Southern California and Northern California/South Lake Tahoe service 
areas. Alternatively, customers Customers in the Company’s Southern California 
service area may also identify and reach agreement with transportation customers 
served directly by Southern California Gas Company, subject to authorization by the 
Company. Core customers, including customers aggregating core loads, may also 
offset imbalances Monthly Imbalances with available storage account quantities held 
by that customer or group of customers for the Company’s Southern California 
service area, if sufficient. Customers that agree to trade imbalances Monthly 
Imbalances will be subject to the following conditions:
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THE PUBLIC ADVOCATES OFFICE REVIEW OF THE APPLICATION OF 1 
SOUTHWEST GAS CORPORATION  2 

I. INTRODUCTION 3 

This report presents the analysis and recommendations of the Public 4 

Advocates Office on Southwest Gas Corporation’s (Southwest Gas) application (A.) 5 

19-02-002. In A.19-02-002 Southwest Gas requests California Public Utilities 6 

Commission (Commission) authorization to revise its Gas Cost Incentive Mechanism 7 

(GCIM) gas tariff and Preliminary Statement 17, among other requests. Southwest 8 

Gas seeks to 1) modify the GCIM provisions in Preliminary Statement 17 to make 9 

permanent certain changes that were approved by the Commission’s Energy 10 

Division; 2) add a new provision in Preliminary Statement 17 to implement a 11 

Biomethane Gas Program (BGP), and; 3) modify Tariff Rule No. 21-Transporation of 12 

Customer-Secured Natural Gas (Gas Rule No. 21). This report from the Public 13 

Advocates Office addresses the first modification proposed by Southwest Gas to 14 

make permanent the proposed modifications to GCIM and Preliminary Statement 17.  15 

II. SUMMARY OF RECOMMENDATIONS 16 

The Public Advocates Office recommends that the Commission reject 17 

Southwest Gas’ request to permanently modify Preliminary Statement 17 to add 18 

section 17E.2.f and codify the temporary changes to the GCIM. The Public 19 

Advocates Office makes these recommendations for the following reasons:  20 

A. The proposed section 17E.2.f does not align with the GCIM. 21 

B. Southwest Gas’ procurement decisions have a direct impact on gas 22 

costs. 23 

C. The current GCIM structure grants Southwest Gas the flexibility to 24 

manage incremental costs. 25 

The Public Advocates Office does not oppose Southwest Gas’ request to: 1) 26 

use daily indices to measure daily purchases, and 2) include justifications for any 27 

costs associated with an emergency in Preliminary Statement 17.E.2.e.) 28 
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III. OVERVIEW OF APPLICANTS’ REQUEST  1 

In its application, Southwest Gas seeks Commission approval to make 2 

permanent the GCIM modifications approved in AL 1006 and subsequent ALs 1048 3 

and 1081. Southwest Gas would like to modify Preliminary Statement 17 regarding 4 

the GCIM to: 1) measure daily purchases against the daily indices, and monthly 5 

purchases against monthly indices, 2) include language that justifies costs 6 

associated with emergency or force majeure events that are excluded from the 7 

GCIM Purchased Gas Costs and GCIM Benchmark Costs, and 3) exclude 8 

commodity, transportation and storage costs made in response to SoCalGas’ 9 

operational flow order (OFO) and emergency flow orders (EFO) from the GCIM 10 

Purchased Gas Costs and GCIM benchmark calculation. In addition to these 11 

changes to Preliminary Statement 17, Southwest Gas is proposing to add section 12 

17E.2.f to its Preliminary Statement which would memorialize the above requested 13 

modifications. Section 17E.2.f that Southwest Gas proposes to add to Preliminary 14 

Statement 17 would read:  15 

Commodity, transportation, and storage costs incurred by the Company 16 
[Southwest Gas] in response to SoCalGas Operational or Emergency Flow 17 
Orders, reduced daily balancing windows, non-performance of firm 18 
contracted resources such as storage and pipeline capacity, and daily 19 
balancing or other curtailment procedures, shall be excluded from GCIM 20 
Purchased Gas Costs and the GCIM Benchmark for the purpose of calculating 21 
any shared savings or costs. These exclusions will be justified by the 22 
Company in its annual GCIM report submitted pursuant to Section 17J of this 23 
Preliminary Statement.1 24 

IV. DISCUSSION AND RECOMMENDATIONS 25 

The Public Advocates Office recommends that the Commission reject 26 

Southwest Gas’ request to permanently add section 17E.2.f to its Preliminary 27 

Statement 17 of its GCIM. The Public Advocates Office does not oppose the other 28 

requested modifications regarding Southwest Gas’ request to measure daily indices 29 

1 Application, Exhibit No JRO-1, Sheet 14, Preliminary Statement 17E, Section 2f. 
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against daily purchases and monthly indices against monthly purchases, add a new 1 

provision in Preliminary Statement 17 for a biomethane gas program and make 2 

modifications to Tariff Rule No. 21. 3 

A. The Proposed Section 17E.2.f to Preliminary Statement 17 4 
Does Not Align with the GCIM. 5 

Southwest Gas’ proposal to add section 17E.2.f to its Preliminary Statement 6 

17 does not align with the purpose of the GCIM.  Southwest Gas is a wholesale 7 

customer of Southern California Gas Company (SoCalGas).  Southwest Gas relies on 8 

SoCalGas’ distribution systems to deliver gas to Southwest Gas customers.  The 9 

incremental costs Southwest Gas incurs for this wholesale service are not 10 

exceptional but are typical costs incurred as part of operating a gas utility and 11 

procuring gas for customers. For this reason, these commodity, storage, and 12 

transportation costs should not be excluded from the calculation of the GCIM shared 13 

savings and costs in the same manner as events specified in Preliminary Statement 14 

17E.2.e.2  Per Decision (D.)05-05-033, one of the benefits of the GCIM is to 15 

“establish a reasonable benchmark from which to measure the success of gas 16 

purchases, provides incentives to reduce gas purchases costs for ratepayers and 17 

shareholders, and provide ratepayers with protections from unreasonable gas 18 

purchases”3  If the Commission were to permanently approve Southwest Gas’ 19 

proposal to exclude commodity costs, transportation costs, and storage costs in 20 

response to Operational and Emergency Flow Orders from the calculation of the 21 

GCIM shared savings and costs this would result in an inappropriate or skewed 22 

benchmark by which to calculate the GCIM ratepayer/shareholder shared savings 23 

2 Current Preliminary Statement 17E.2.e states “In the event of an emergency (e.g. earthquake, 

pipeline failure, or other force majeure event), incremental costs and volumes associated with that 

event will be excluded from GCIM Purchased Gas Costs and the GCIM Benchmark for the purpose of 

calculating any shared savings or costs. These exclusions will be justified by the Company.” 
2 Preliminary Statement, Section 17D. 

3 D.05-05-033, “Opinion on Southwest Gas Corporation’s Application For Approval of A Gas Cost 

Incentive Mechanism”, P4. 
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and costs. Thus, excluding these costs from the GCIM purchased gas costs and 1 

benchmark costs does not align with the intent of the GCIM. 2 

B. Southwest Gas’ Procurement Decisions Have a Direct Impact 3 
on Gas Costs.  4 

The incremental gas costs incurred from taking tariffed service from 5 

SoCalGas could vary depending on how Southwest Gas chooses to manage its gas 6 

procedures, that is whether Southwest Gas uses storage assets for 7 

injection/withdraw, purchases/sells additional gas supplies or accepts the penalties. 8 

The GCIM does not direct Southwest Gas how or where to buy gas or how to 9 

operate.  Southwest Gas can utilize core’s gas assets to manage the incremental 10 

costs in response to SoCalGas’ tariff and operate cost effectively by purchasing gas 11 

at a lower cost. For example, utilizing storage assets “provides that Southwest [Gas] 12 

will endeavor to dispatch gas supplies into and out of storage in a manner that 13 

provides the greatest economic benefit to ratepayers based on available market 14 

information.”4  After Southwest Gas withdraws gas from storage, the timing and 15 

location of purchasing additional gas for storage injection could be critical because 16 

Southwest Gas could use available market information to determine the optimal time 17 

to purchase gas for its ratepayers rather than simply buying gas at a higher 18 

premium. Therefore, such incremental costs incurred as a response to SoCalGas’ 19 

gas tariff and Southwest Gas’ procurement decisions, should be included in the 20 

GCIM Purchased Gas Costs and Benchmark Costs. 21 

C. The Current GCIM Structure Grants Southwest Gas the 22 
Flexibility to Manage Incremental Costs. 23 

In the GCIM, shared costs between ratepayers and shareholders only occurs 24 

if Southwest Gas’ Purchased Gas Costs are above the upper tolerance band.5  The 25 

current upper tolerance band is set at three (3) percent of total of the Gas 26 

Commodity Benchmark plus Benchmark Costs. This allows additional flexibility to 27 

4 D05-05-033, “Opinion on Southwest Gas Corporation’s Application For Approval of A Gas Cost 

Incentive Mechanism”, p.5. 

5 See Preliminary Statement 17E for the upper tolerance band. 
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manage these incremental costs. In Southwest Gas annual GCIM filings, for GCIM 1 

years 2016 – 2017 and 2017 – 2018, the two scenarios presented that were required 2 

by Energy Division’s disposition letter6 both showed the GCIM Purchased Gas Costs 3 

were below the Benchmark Costs. In both scenarios Southwest Gas did not exclude 4 

any of the costs temporarily allowed in Energy Division’s disposition letter in these 5 

two scenarios.7  The only different between the two scenarios is that one used the 6 

monthly indices measure against all gas purchases, and the other measured daily 7 

indices against daily purchases and monthly indices against monthly purchases. 8 

Therefore, there is no evidence that the current GCIM construct could 9 

inappropriately skew the results and penalize Southwest Gas’ shareholders.  10 

Therefore, the Public Advocates Office does not agree that adding section 17E.2.f. to 11 

Preliminary Statement 17 is appropriate, needed or necessary. 12 

V. CONCLUSION 13 

For the reasons outlined above, the Public Advocates Office recommends that 14 

the Commission reject Southwest Gas’ request to permanently add section 17E.2.f. 15 

to Preliminary Statement 17.  16 

6 On October 28, 2016, the Energy Division approved Southwest Gas’ Advice Letter 1006 on 

temporary basis and required Southwest Gas to include one scenario without the modification of AL 

1006, and second scenario with the proposed modifications of AL 1006. 

7 Southwest Gas Data Responses, CalPAO-DR-02-002, dated June 017, 2019. 
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WITNESS QUALIFICATIONS 1 

My name is Michael Tan. My business address is 505 Van Ness Avenue, San 2 

Francisco, California. I am employed by the Public Advocates Office as a Public 3 

Utilities Financial Examiner in the Energy Cost of Service and Natural Gas Branch. I 4 

have a Bachelor of Arts Degree in Economics and a Bachelor of Arts Degree in 5 

Sociology from University of California, Davis. Prior to joining the Commission in 6 

2013, I worked as a sales tax auditor at the California State Board of Equalization. 7 

Since joining the Commission in 2013, my responsibilities have included 8 

review of gas cost incentive mechanism applications, various energy advice letters, 9 

and other gas procurement matters. 10 

This completes my prepared testimony. 11 
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Southwest Gas Corporation 
    Application 19-02-002 
 
 

BEFORE THE CALIFORNIA PUBLIC UTILITIES COMMISSION 
 

Prepared Rebuttal Testimony 
of 

 John R. Olenick 
 
I.  INTRODUCTION  

Q. 1 Are you the same John R. Olenick who presented prepared direct 

testimony and supplemental direct testimony on behalf of Southwest Gas 

Corporation (Southwest Gas or Company) in this proceeding? 

A. 1 Yes. 

Q. 2 Are there any changes to your education or business experience 

summarized in your prepared direct testimony? 

A. 2 No. 

Q. 3 What is the purpose of your prepared rebuttal testimony in this 

proceeding? 

A. 3 The purpose of my prepared rebuttal testimony is to respond to the Public 

Advocates Office (Public Advocate) recommendation that the California Public 

Utilities Commission (Commission) reject Southwest Gas’ request to 

permanently add section 17E.2.f. to Preliminary Statement 17 of its California 

Gas Tariff since it “…does not align with the [Company’s] GCIM.”1 Section 

17E.2.f states: 

  Commodity, transportation, and storage costs incurred by the 
Company in response to SoCalGas Operational or Emergency Flow 
Orders, reduced daily balancing windows, non-performance of firm 
contracted resources such as storage and pipeline capacity, and 

                                                 
1 Public Advocates Office Testimony on the Application of Southwest Gas Corporation (Application19-
02-002), July 15, 2019, pg. 1 line 21, pg. 3, lines 6-7. 
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daily balancing or other curtailment procedures, shall be excluded 
from GCIM Purchased Gas Costs and the GCIM Benchmark for the 
purpose of calculating any shared savings or costs. These 
exclusions will be justified by the Company in its annual GCIM report 
submitted pursuant to Section 17I of this Preliminary Statement. 

 
Q. 4 Did the Public Advocate make other recommendations related to the 

Company’s application? 

A. 4 No.  The Public Advocate “does not oppose the other requested modifications 

regarding Southwest Gas’ request to measure daily indices against daily 

purchases and monthly indices against monthly purchases, add a new provision 

in Preliminary Statement 17 for a biomethane gas program and make 

modifications to Tariff Rule No. 21.”2 

Q. 5 Please summarize your prepared supplemental direct testimony.  

A. 5 My prepared rebuttal testimony addresses the following key issues:  

 Preliminary Statement 17 Section 17E.2.f. aligns with the purpose and intent 

of the GCIM and the Commission should reject Public Advocate’s 

recommendation relating to Section 17E.2.f. 

 A revision to Section 17E.2.f. will help clarify what costs can be properly 

excluded from the GCIM. 

II.  PROPOSED SECTION 17E.2.F ALIGNS WITH THE PURPOSE OF THE COMPANY’S 

GCIM 

Q. 6 Have you reviewed the Public Advocate’s testimony served on July 15, 

2019 in this proceeding? 

A. 6 Yes.   

                                                 
2 Id at pg. 2 lines 28-29 and pg. 3, lines1-3. 
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Q. 7 Do you agree with the Public Advocate’s statement that Section 17E.2.f 

does not align with the Company’s GCIM?  

A. 7 No.  The Public Advocate’s statement that Section 17E.2.f does not align with 

the Company’s GCIM is flawed.   

    The Public Advocate asserts that as a wholesale customer of Southern 

California Gas Company (SoCalGas),  “The incremental costs Southwest Gas 

incurs for this wholesale service are not exceptional but are typical costs 

incurred as part of operating a gas utility and procuring gas for customers.”3  To 

the contrary, not all incremental costs are typical and the provisions of Section 

17E.2.f are specifically designed to only address costs that are extraordinary 

and not typical.  In fact, this is exactly how it has worked since November 1, 

2016 when Section 17E.2.f. was first included in Southwest Gas’ tariff on a 

temporary basis.  Since that time, Southwest Gas has not excluded any costs 

based on 17E.2.f. from any GCIM calculations or reports that cover those GCIM 

periods.  This further demonstrates that the costs referenced in Section 17E.2.f. 

were never intended to apply to “typical” costs otherwise those costs would have 

already been excluded during prior GCIM periods.   

Q. 8 Should the Commission approve the Company’s request to permanently 

include Section 17E.2.f in the Company’s GCIM would the excluded costs 

be subject to Commission review? 

A. 8 Yes. If and when the Company identified costs to be excluded pursuant to 

Section 17E.2.f, the exclusion of those costs from the GCIM, would be subject 

to review by the Commission as part of the normal GCIM reporting procedure.  

                                                 
3 Id at pg. 3, line 9-12. 
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The Company would maintain the burden to demonstrate that the costs 

proposed to be excluded were not “typical.”   

Q. 9 What type of costs would Southwest Gas exclude from the GCIM 

Purchased Gas Costs and the GCIM Benchmark for the purpose of 

calculating any shared savings or costs based on Section 17E.2.f.? 

A. 9 Southwest Gas would only exclude commodity, transportation, and storage 

costs that were out of the ordinary (i.e. extraordinary) and not “typical.”   

Q. 10 How does Southwest Gas determine if a commodity, transportation, or 

storage cost is “extraordinary” and not “typical”? 

A. 10 Southwest Gas would first review the cost to determine if that cost was incurred 

in response to a reasonably foreseeable occurrence, e.g. an incremental daily 

gas purchase made in response to a SoCalGas Operational Flow Order.  If the 

cost was incurred in response to a foreseeable occurrence it would be deemed 

“typical” and not “extraordinary.”  However, if the occurrence was not 

foreseeable, then Southwest Gas would likely view the cost as “extraordinary.”       

Q. 11 If Southwest Gas identified a commodity, transportation, or storage cost 

as “extraordinary” would it automatically exclude that cost from the GCIM 

Purchased Gas Costs and GCIM Benchmark for the purpose of calculating 

any shared savings or costs? 

A. 11 No.  Southwest Gas would perform two GCIM calculations – one including the 

“extraordinary” costs and the other excluding the “extraordinary” costs – to 

determine if including the “extraordinary” costs results in skewing the shared 

savings or costs.  Southwest Gas would only exclude the “extraordinary” costs 

if the GCIM calculations result in a skewing of the shared savings or costs.   
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Q. 12 Do you believe that excluding “extraordinary” commodity, storage, and 

transportation costs as you have described align with the purpose of the 

GCIM? 

A. 12 Yes.  The GCIM is meant to provide an objective standard and a methodology 

to share annual savings and costs between the Company’s shareholders and 

ratepayers.  If unforeseen occurrences create “extraordinary” costs and those 

“extraordinary” costs skew the results of the GCIM calculated shared savings or 

costs, then the Company’s gas procurement practices are not being compared 

to an objective standard, and the “extraordinary” costs should be excluded.  

Furthermore, as noted above, if and when the Company identified costs to be 

excluded pursuant to Section 17E.2.f, the exclusion of those costs from the 

GCIM, would then be subject to review by the Commission as part of the normal 

GCIM reporting procedure.   

Q. 13 Is there a revision to Section 17E.2.f. that may help clarify the types of 

costs Southwest Gas would be permitted to exclude? 

A. 13 Yes. Changing “Commodity” at the beginning of the first sentence to 

“Extraordinary or unforeseen commodity” would help clarify the intent of this 

provision and the types of costs Southwest Gas would be permitted to exclude.  

Section 17E.2.f. would then read: 

  Extraordinary or unforeseen commodity, transportation, and storage costs 
incurred by the Company in response to SoCalGas Operational or Emergency 
Flow Orders, reduced daily balancing windows, non-performance of firm 
contracted resources such as storage and pipeline capacity, and daily balancing 
or other curtailment procedures, shall be excluded from GCIM Purchased Gas 
Costs and the GCIM Benchmark for the purpose of calculating any shared 
savings or costs. These exclusions will be justified by the Company in its annual 
GCIM report submitted pursuant to Section 17I of this Preliminary Statement. 
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III. CONCLUSION 

Q. 14 What is your recommendation? 

A. 14 I recommend that the Commission either approve the Company’s proposed tariff 

modifications as originally submitted in Advice Letter No. 1006, or alternatively, 

approve the Company’s proposed tariff revision as submitted with the 

clarification provided in Q&A 13 above.       

Q. 15 Does this conclude your prepared rebuttal testimony? 

A. 15 Yes.   
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